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MUSEUM NEWS 


MoAF Creates Traveling Exhibit and Welcomes 


Members Back to In-Person Programs 


THIS FALL, I am excited to report that we 
have received funding from the Museum’s 
founder, John Herzog, to create a full- 
scale traveling exhibit that will be available 
to tour the country for industry confer- 
ences, as well as events and installations 
at business schools, museums, libraries 


Lad 


and corporate offices. This development 
follows a multi-year project to digitize and 
catalog our collection, in partnership with 
Heritage Werks, to make it more pub- 
licly available for both virtual and physi- 
cal exhibitions. To date, approximately 
13,000 documents have been processed, 
with the phase one scanning on schedule 
to be completed by the end of the year. We 
expect the traveling exhibit to be available 
beginning in early 2024. 

In advance of having the full travel- 
ing exhibit ready, members of our staff 
attended the first annual International 
Money Exposition (IMEX) held in Nash- 
ville, Tennessee, in late October. There, we 
showcased 10 highlights from our perma- 
nent collection to attendees from around 
the world (see article, page 5). 

I have also been happy to see so many of 
our members and supporters at in-person 
programs this fall. With three events at the 
Fordham Gabelli School’s Lincoln Center 
campus and our first ever wine tasting 
benefit at ING headquarters in Times 
Square (see article, page 6), I have enjoyed 
interacting with many of our long-time 
supporters, as well as introducing the 
Museum to new audiences. 

For our constituents outside the tri- 
state area, the videos of our live programs 
with Leon Cooperman and Mario Gabello 
(September 7), Edmund Phelps and Dick 
Sylla (October 10) and Rob Arnott and 


Message to Members 


Consuelo Mack (October 24) are now 
available on our website at www.moaf 
.org/videos. 

We also have continued to engage 
larger, global audiences with our day- 
time virtual events, which recently fea- 
tured award-winning journalist Diana B. 
Henriques (see article, page 
10); author, professor and 
financial consultant Joseph 
Calandro, Jr.; and George 
Athanassakos, founder and 
managing director of The 
Ben Graham Centre for 
Value Investing and the Ben Graham 
Chair in Value Investing at the Ivey Busi- 
ness School. Videos of these programs are 
also available at the link above. 

Planning is already underway for our 
winter and spring programming series. 
Our “Retirement A to Z” Series, presented 
in partnership with the New York Public 


Library’s Thomas Yoseloff Business Center, 
will kick off on Tuesday, January 23, with an 
event featuring New York Times best-selling 
author and acclaimed financial advisor Ric 
Edelman. This weekly series will continue 
every Tuesday through mid-March. 

Other highlights of the upcoming sea- 
son are in-person programs with Nobel 
Laureate Joseph Stiglitz and journalist 
Fareed Zakaria, as well as a virtual presen- 
tation with financial historian Mark Hig- 
gins on his forthcoming book, Investing in 
US Financial History (see article, page 14). 
Stay tuned to our website for dates and 
information on these and other programs. 

Also, please save the date of March 
7, 2024, for our annual Gala, which will 
be held at the Ziegfeld Ballroom in mid- 
town Manhattan. Additional information 
on this benefit, including an announce- 
ment of our honorees, will be forthcoming 
shortly. $ 


Photograph from the October 24 event with Rob Arnott, in conversation 
with Consuelo Mack. Left to Right: David Cowen, Rob Arnott, Consuelo Mack, 
Fordham Gabelli Center Director Jim Kelly and MoAF Board Chair Peter Cohen. 
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MUSEUM NEWS | THE TICKER | 


MoAF Displays Collection Highlights 


at International Money Exposition (IMEX) 


THE Museum was invited to display 
some of the most important documents 
from its world-class collection at the first 
annual International Money Exposition 
(IMEX) from October 27-28, 2023. IMEX 
is a global money show—held at the Music 
City Center in Downtown Nashville—that 


the nation’s premier collection of 18th 
century US financial documents, as well as 
artifacts ranging from vintage stock tickers 
to Wall Street memorabilia. The collection 
also includes photographs, prints, books 
and periodicals pertaining to the history of 
finance, business and economics. 


¢ Earliest known bank check in the public 
domain 


e US Steel Corporation $100,000 bond 
issued to Andrew Carnegie on June 14, 
1901 and redeemed by the J.P. Morgan 
Company on July 23, 1913 


attracted more than 350 dealers and thou- 
sands of attendees from around the world. 

As part of its mission to preserve and 
present the history and practice of finance 
in the United States, the Museum actively 
collects important documents and arti- 
facts related to the capital markets, money, + President George Washington’s fed- 
banking and free enterprise. The archive eral bond for $185.95 of assumed debt, 
houses thousands of documents, certifi- dated January 17, 1792, and signed by 
cates and examples of currency, including Washington 


Objects from the Museum’s collection 


displaved ac Mex iicladed: e Blank check signed by President John F. 


Kennedy and carried by his Secret Ser- 
vice when he was assassinated in Dallas 
on November 22, 1963 


e Alexander Hamilton’s 1790 “Report on 
the Public Credit,” which is the eco- 
nomic equivalent of the US Constitution 


Museum staff members were on hand to 
discuss the documents, as well as provide 
general information on the Museum and 
its programs, to conference attendees. $ 


ES EN BLE EAE ONE NG NE ENE a 


aoe SOAS LOAN OFFIC se 

ae ) eer hal 
~ ZIT KNOWN, That there és due from the United ¥ 

Pato Aerie ante ap Sgt as Buy 2 


Ral 77 Ae CaP shld ster Tea haces nb fidmetldl 
Rebate ork Site cskt ths, We conde fer annum, fr 

a t ’ le. gquarter- , and the pra mt te ] 
f fs: < edn oo inet eked rh tei | 
Jat Aa Ba afipearance tn porfon, or by Attorney, at the pro 
4 ete hye 


Ub Fi 


— 


VEREMRREP ERE Re KEB ES 


PGLCOSE IN Francia Bates 


= 


2 RE MO Me 


Seen ecaeem 


ea 


PORE 


paves 


1 Opes wage New YorK 19--> 


THE NATIONAL Crry BANK OF NEW YORK «2 


55 WALL STREET 
NEW YORK,N.Y. 


= Se Se et EN, 8 PN RE ee Nt} 


Clockwise from top left: The George Washington 
‘ bond, 1792; an attendee views the Museum's 

collection documents at IMEX; and the blank 

check signed by President John F. Kennedy. 
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| THE TICKER | MUSEUM NEWS 


Museum Hosts “Liquid Assets” Wine Tasting Benefit 
to Support MoAF Programs 


By Mindy Ross, 
Director of External Relations 


On OcToBER 26, the Museum held a 
wine tasting benefit at ING headquarters 
in New York City to explore the wine 
market from an investment perspective. 
The event, “Liquid Assets: Wine as an 
Investment,” was generously funded by 
MoAF Trustees Mitti Liebersohn, chair- 
man, New York Brokerage, Savills; and 
Marcy Cohen, ING managing director 
and chief legal officer. In addition to these 
trustees, the evening featured remarks 
by ING Capital Markets CEO Katharyn 
Meyer, MoAF President David Cowen 
and renowned financial historian and for- 
mer MoAF Chairman Richard Sylla. 


THE JOURNAL OF THE INTERNATIONAL BOND & SHARE SOCIETY 


SCRIPOPHILY 


Guests participated in a discussion on 
wine as an investment with Dean Ber- 
nstein, a wine consultant at Zachys. He 
described the characteristics of investment- 
grade wine, explained how to invest in the 
wine market and compared the perfor- 
mance of investment-grade wines with the 
stock market over the past 30 years. He then 
led the guests through descriptions of the 
three investment-grade wines featured in 
the tasting. 

The wine tasting was followed by a 
reception. There was also a silent auction 
for two investment-grade wines received 
directly from the participating wineries 
for this purpose. Due to the generous 
bidding on the silent auction bottles, the 
Museum was able to auction a second 


ENCOURAGING COLLECTING SINCE 1978 


NO.122 - AUGUST 2023 


Auction in Antwerp 
—page 13 


Portugal, Fabrica de 
Faiancas das Caldas Da 
Rainha 1884, by Raphael 
Bordalho-Pinheiro; Boone, 
6 May 2023, €1,000 

- page 40 


i Frankfurt Company 


~ page 18 


Worldwide Auctions 
~ page 32 


Herzog talks at the Museum 
of American Finance 
— page 4 


www.scripophily.org 


Boone 40th Anniversary Bourse and 


The Roebling’s Brooklyn Bridge 


Franky on 
Swastikas 
— page 26 


scripophily.org 


@ Members’ 


@ Three issues a year of our full color 52 
page journal Scripophily with news, in- 
depth articles, auction reports and more 


@ Membership Directory listing dealers, 
auction houses and fellow collectors 


@ Members-only part of the Society website, 


Newsletters with up-to-date 
information and event schedule 


bottle of each wine. 


The Museum appreciates the participa- 
tion in this event from Accenture, Broad- 
ridge, Fusion Partners, Goldman Sachs, 
HighTower Advisors, ING, Oliver Wyman, 
Protiviti and Savills, as well as individual 
support from Sabrina Bailey, Peter Cohen, 
Martin Fridson, John Herzog, Glenn 
Kaufman, Bob Pisani and Richard Sylla. $ 


INTERNATIONAL BOND 
& SHARE SOCIETY 


PUTTING FINANCIAL HISTORY IN YOUR HANDS 


Join the International Bond & Share Society, supporting 
collectors of vintage bonds and shares from all countries 
for over forty years. For $35, £28 or €32 annually, receive: 


Subscribe to 
our Newsletter: 


membership @scripophily.org 
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The White House Historical Association 


By Brian Grinder and Dan Cooper 


JaMEs Monroe retired from public life in 
1825. Accolades poured in congratulating 
him on his many years of public service, 
which began in the spring of 1776 when he 
enlisted in the Third Virginia Infantry and 
ended with the expiration of his second 
term as President of the United States.’ 
John Jacob Astor wrote the above letter 
to the former President in April 1826. Its 
congratulatory beginning soon gives way 
to a polite request for repayment of a long- 
standing debt with interest. 

Financial distress was nothing new to 
Monroe; it dogged him for most of his life. 
Orphaned at the age of 16, young James 
became the de facto head of the Monroe 
family. Although he inherited a 500-acre 
farm at his father’s death, he constantly 
scrambled to keep his head above the 
stormy financial waters of 18th century 
Virginia. His younger brothers, Andrew 
and Joseph, were a perpetual source of 
frustration as Monroe was frequently 
called on to rescue them from financial 
mishap. In 1776, Monroe left the family 


President James Monroe's White House portrait, 
by Samuel Finley Breese Morse, 1819. 


EDUCATORS’ PERSPECTIVE 


The Personal Finances of 
Presidents, Part 5: James Monroe 


Dear Sir, 


Permit me to congratulate you on your Honorable retirement for 
which I most sincerely wish you may enjoy that Peace and Tranquil- 
ity to which you are so justly entitled. 

Without wishing to cause you any Inconveniency [sic] on account 
of the loan I so long since made to you I would be glad to put it in 
a train of sittlelment [sic] if not the whole let it be a part with the 


interest Due. 


I hope Dear Sir that you and Mrs. Monroe enjoy the best of health 
and that you may live many years to wittness [sic] the Prosperity of 
the country to which you have so generously contributed. 

Iam most Respectfully Dear Sir your obed S. &c. 


farm in the able hands of his uncle, Joseph 
Jones, and set off with the Third Virginia to 
fight in New York during the Revolution- 
ary War. The 18-year-old lieutenant fought 
bravely through the first year of the war. 
At the Battle of Trenton, he took a bullet to 
the chest and spent several months recov- 
ering from the injury. The bullet remained 
lodged in his chest for the rest of his life. 

After the war, Monroe purchased a 
plantation known as Highland that was 
three miles south of Monticello. Proxim- 
ity to Thomas Jefferson was apparently 
more important to Monroe than a profit- 
able plantation. As a result, borrowing 
became a regular part of plantation life. 
Monroe studied law under Jefferson but 
was unable to establish a successful law 
firm because there was a glut of lawyers 
in Virginia. So, he turned to politics. 
Monroe served in the Virginia legislature, 
as governor of Virginia, US senator, US 
minister to France, minister to Great Brit- 
ain, special minister to France and Spain, 
Secretary of State during the Madison 
administration, acting Secretary of War 
and President of the United States. 

Like Jefferson, Monroe’s frequent 
absence from Highland forced him to rely 
on plantation managers who delivered 


J.J. Astor! 


mixed results and left Monroe’s finances in 
a sad state of affairs. According to Monroe 
biographer Tim McGrath, Monroe’s total 
indebtedness in 1825 exceeded $65,000. 
More than half of this debt was owed to 
the Bank of the United States, $9,000 
was owed to local Virginia banks, $6,500 
to Charles Ingersoll and $10,000 to John 
Jacob Astor. Monroe hoped to extinguish 
his debts by selling Highland Plantation. 
It was a heart-rending decision, but if he 
could get his asking price of $67,000, all 
of his debts would be paid. Unfortunately, 
no one was interested in buying Highland 
at that price. Desperate, Monroe sold 900 
acres of his best farmland for $18,000. All 
of the proceeds from the sale went to the 
Bank of the United States to pay down his 
debt obligations there. 

Given the failure to sell Highland, Mon- 
roe’s only chance to extinguish his debts 
lay in an appeal to the federal government 
for funds to satisfy what Monroe felt were 
unpaid obligations for services rendered 
during two missions to Europe. The first 
mission (1794-1796) occurred during the 
Washington administration when Mon- 
roe was appointed minister to France. 
Monroe’s second mission (1803-1807) to 
Europe as special minister to France to 
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help negotiate the Louisiana Purchase 
took place during the Jefferson adminis- 
tration. The second mission also involved 
a trip to Spain in an unsuccessful attempt 
to acquire part of Florida for the United 
States, as well as a stint in England to 
replace Rufus King as minister. 

Although his January 5, 1825 appeal to 
Congress was sent before the end of his 
second term as President, he insisted that, 
“No bill would, it is presumed, be pre- 
sented for my signature.” Monroe could 
wait until the next President took office. 
Of his claims, Monroe wrote, “If justice has 
been withheld from me in any instance, as 


“The Capture of the Hessians at Trenton, December 26, 1776,’ by John Trumbull. This painting 
celebrates the important victory by General George Washington at the Battle of Trenton. On 


the left, as magnified in the call-out, is the severely wounded Lieutenant James Monroe. 


I have believed it to be in many, and greatly 
to my injury it is submitted whether [jus- 
tice] ought not to be rendered.” 

Monroe’s initial claim identified $23,570 
owed to him plus $30,266 in accrued inter- 
est. However, Congress adjourned without 
acting on his petition. During the next ses- 
sion of Congress in 1826, a House commit- 
tee debated Monroe’s claim and ultimately 
decided that Monroe was not entitled 
to any interest. They recommended that 
Monroe should be paid $15,533 and sent 
their recommendation to the Senate. 

Monroe, insulted at the paltry amount, 
wrote to his friend Tench Ringgold, “I 
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have not asked one cent which I did not 
think myself entitled to on the principle 
of strict justice, without taking into view 
considerations of equity, arising from the 
loans which I made, the compound inter- 
est which I have paid for these loans, the 
sacrifice of property, or by extra services 
by which much money was saved to the 
country, & for which I rec'd nothing, for 
expenses incurred in inspecting fortifica- 
tions &c., and if at ease I would rather lose 
the whole than accept less.” 

Fortunately for Monroe, the Senate 
upped the recommendation to $29,513, 
adding 15 years of simple interest at 6% on 


Yale University Art Gallery 
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Photograph of James Monroe's Highland Plantation, located three miles south of Monticello. 
Monroe initially failed to sell Highland to extinguish his debts, but he eventually had to turn over 
all but a few hundred acres to the Bank of the United States in order to settle his debt there. 


the $15,533 recommended by the House. 
A disappointed Monroe agreed to the 
payment, which he received in 1826. The 
lower-than-expected amount forced him 
to turn all but a few hundred acres of 
Highland over to the Bank of the United 
States in order to settle his debt there. 
He also sold most of Highland’s enslaved 
people for $5,000. The proceeds were used 
to reduce Monroe’s indebtedness to Astor. 

Although Monroe accepted the pay- 
ment approved by Congress in 1826, he 
wasn’t finished with his claims against 
the United States. Through well-placed 
friends in Congress and with the help of 
his son-in-law, Samuel L. Gouverneur, 
Monroe pressed for additional payment 
for unremunerated services rendered to 
the federal government. These included 
a loss on the sale of a house Monroe pur- 
chased in France but was forced to sell 
after he was abruptly dismissed from his 
position as minister to France in 1796, 
premiums for loans he personally negoti- 
ated for the government during the War 
of 1812, reimbursement for two inspection 
tours of the country as President and a 
curious what-if argument. The argument, 
according to historian Lucius Wilmerd- 
ing, went as follows: What if Monroe had 
not spent 50 years in public service but 
instead applied “the prime of his life to 
his own private affairs?” Wouldn’t he be 


much better off? Shouldn’t the nation step 
in and make matters right? 

After years of wrangling, a largely 
unconvinced Congress chose to award 
Monroe $30,000 not because of his finan- 
cial claims, but because he was a popu- 
lar former President who was suffering 
in poverty. The aged and ailing Monroe 
moved to New York to live with his daugh- 
ter, Maria Gouverneur, and it was there 
that John Quincy Adams visited him on 
April 27, 1831. In his diary, Adams wrote 
that Monroe was “extremely feeble and 
emaciated.” He learned that the $30,000 
recently allotted by Congress had been 
paid and distributed to Monroe’s credi- 
tors. Adams concluded his diary entry for 
the day noting that Monroe “is now dying, 
at the age of 72, in wretchedness and beg- 
gary. I sat with him perhaps half an hour.” 
Monroe died on July 4, 1831. 

Though his debts were paid, Monroe 
was buried in New York because there 
was no money available to pay for burial 
in Virginia next to his beloved wife, Eliza- 
beth. In 1858, 100 years after his birth, 
Monroe’s remains were moved to a cem- 
etery in Richmond, Virginia. McGrath 
cites an 1858 article in the Churchman, 
which laments the fact that: “The fifth 
President of the United States has had as 
yet no tomb of his own, and even now is 
resting in a vault upon which there is an 


unpaid assessment of many years’ stand- 
ing.” McGrath observes, “Even entombed, 
Monroe still owed money.” In 1903, Eliza- 
beth Monroe’s remains were moved from 
Monroe’s Oak Hill estate and laid to rest 
next to her husband in Richmond. $ 


Brian Grinder is a professor at Eastern 
Washington University and a member 
of Financial History’s editorial board. 
Dr. Dan Cooper is the president of Active 
Learning Technologies. 


Notes 


1. In her book, As I Remember, Marian 
Campbell Gouverneur, the wife of James 
Monroe’s grandson, Samuel L. Gouver- 
neur, Jr., reproduced the contents of this 
letter, noting that, “Mr. Astor’s solicitude 
concerning Mr. Monroe’s financial obli- 
gation was duly relieved, and that debt 
paid in full.” 


2. Monroe participated in the Virginia Con- 
stitutional Convention of 1829 as chair 
of the Convention, but he was forced to 
resign because of poor health before the 
Convention completed its work. 
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SET A THIEF TO CATCH A THIEF 


By Diana B. Henriques 


ON JUNE 6, 1934, President Franklin D. 
Roosevelt signed the Securities Exchange 
Act, using several pens to do so. The 
young Federal Trade Commission (FTC) 
member Jim Landis, who had been so 
important to the survival of the bill, was 
out of town, but FDR handed pens to 
three of his allies: the Senate Banking 
Committee’s special investigative counsel 
Ferdinand Pecora, a driven Sicilian immi- 
grant who had exposed Wall Street’s sins 
in headline-making congressional hear- 
ings; Benjamin V. Cohen, the brilliant 
Jewish lawyer from New York with a gift 
for writing sound statutes; and a Roosevelt 
troubleshooter named Tommy Corcoran, 
a charming networker from “lace-curtain 
Irish” roots in Rhode Island. All three men 
had been summoned to Washington from 
the diverse edges of the legal profession to 
help challenge and change the patrician 
and powerful world of Wall Street. 

As Roosevelt handed the final pen to 
Pecora, he impishly asked, “Ferd, now that 
I have signed this bill and it has become 
law, what kind of a law will it be?” 

Pecora replied, “It will be a good or bad 
bill, Mr. President, depending upon the 
men who administer it.” 

Which men would administer it? 


1934 photograph of the original Securities & 
Exchange Commission (left to right): Ferdinand 
Pecora, George C. Mathews, Joseph P. Kennedy, 
Robert E. Healy and James M. Landis. 


By law, FDR had to pick two Republi- 
cans. He chose FTC commissioner George 
C. Mathews and Judge Robert E. Healy, the 
FTC’s general counsel. “Bud” Mathews, a 
48-year-old progressive in the midwest- 
ern mold, was a seasoned state railroad 
and utilities regulator with a strong back- 
ground in accounting and a strong dis- 
taste for the reckless brand of capitalism 
exposed during the Roaring Twenties. At 
age 51, Judge Healy—the tall, lean Ver- 
monter pronounced it “Haley’—was an 
old-fashioned self-taught corporate law- 
yer who had served briefly on his state’s 
supreme court. His national career was 
launched in 1928 when President Coolidge, 
looking for someone to whitewash a man- 
dated investigation of the public utilities 
industry, made the mistake of thinking 
Healy was the man to do that. For the 
next four years, Healy doggedly led FTC 
hearings that filled dozens of volumes with 
evidence of utility industry misdeeds. Roo- 
sevelt could hardly have found two Repub- 
licans more supportive of his reforms. 

The other three members of the new 
stock exchange commission would be 
Democrats and one of those would be 
chairman. Most in the media expected the 
gavel to go to Jim Landis, the workaholic 
legal whiz from the Harvard law faculty 
who had helped draft FDR’s major securi- 
ties statutes. But Landis was a lightning 
rod for Republican anger toward the New 
Deal—former President Hoover’s Secre- 
tary of State had called him “the most 
dangerous man in the United States.” In 
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Congress, Pecora was seen as the logical 
chairman—and, according to his biog- 
rapher, he himself thought he had the 
strongest claim to the job. On Wall Street, 
however, Pecora was perhaps the only 
candidate for chairman who could make 
Landis look acceptable. His exposure of 
Wall Street’s sins had left deep scars. 

Ray Moley, one of FDR’s foremost policy 
advisors, felt the first SEC chairman should 
be someone who at least had a chance 
of defusing Wall Street’s resentment and 
resistance. Neither Landis nor Pecora could 
do that—but Moley thought he knew who 
could, if he would take the job. 

The diplomacy began on April 12, 1934, 
before work on the law was completed. 
Returning to Washington from Miami, 
FDR paused his train trip in West Palm 
Beach for a quick, quiet parlor-car visit 
with Joseph P. Kennedy. A sly Wall Street 
speculator and Hollywood tycoon with a 
large attractive family, Kennedy had been 
a major donor to FDR’s 1932 campaign but 
had felt angry and humiliated ever since 
Roosevelt had passed him over as Trea- 
sury Secretary. A few days later, Roosevelt 
invited Kennedy and his wife Rose to stay 
at the White House, and the two men 
talked deep into the night. FDR’s famous 
charm worked; at 5 P.M. on June 28, Ken- 
nedy was back at the White House. With 
Moley looking on, the President indulged 
in hours of cat-and-mouse conversa- 
tion before finally popping the question: 
Would Kennedy take on the chairmanship 
of Wall Street’s new watchdog? 


Joseph P. Kennedy, first chairman of the SEC, 1938. 


Kennedy cautioned that, during his 
long business career, he probably had 
“done plenty of things that people could 
find fault with.” 

Moley stepped in: “If anything in your 
career in business could injure the Presi- 
dent this is the time to spill it.” 

Moley recalled that Kennedy responded 
with “a blue mist of profanity,” defied 
anyone to find a single “shady act” in his 
background and then vowed to lead the 
SEC in a way “that would be a credit to 
the country, the President, himself and his 


family—clear down to the ninth child.” 
To many ardent and outraged New 
Dealers, Kennedy was a fox put in charge 
of the henhouse. But to Roosevelt, the 
very traits that disqualified Kennedy as 
Treasury Secretary—his independence, 
his strong opinions, his take-charge per- 
sonality, his demanding hands-on man- 
agement style—made him the ideal choice 
for bringing the new watchdog agency to 
life. Kennedy also knew “all the tricks of 
the trade” that he would be regulating— 
“set a thief to catch a thief,” FDR quipped. 


Kennedy was rich enough to be immune 
to the job’s inevitable temptations. 

Best of all, he was a choice that would 
instantly disarm and confound Wall 
Street. To FDR’s New Dealers and much 
of the general public, Kennedy was one 
of Wall Street's own—but to Wall Street, 
Kennedy was what he had always been: an 
outsider who kept his secrets and played a 
solitary game. 

Roosevelt announced his decision on 
June 30, naming Landis, Mathews, Healy, 
Pecora and Kennedy to the new Securi- 
ties and Exchange Commission (SEC). 
At Moley’s request, he wrote a short note 
expressing his wish that Kennedy should 
serve as SEC chairman. But by law, the 
commissioners picked their own chair- 
man—and at least two of them thought 
they had a better claim to the job than 
Kennedy did. 

Kennedy had FDR’s note in his pocket 
when he arrived at the FTC building two 
days later for the agency’s first meeting. He 
would use it if he had to—but not even Roo- 
sevelt could guarantee that it would work. 

The FTC was housed in a shabby tem- 
porary building on Constitution Avenue 
that had been built for a war that ended 
in 1918. Exposed pipes crisscrossed the 
stained ceilings; the smell of disinfectant 
hung in the hallways. The wiring was dan- 
gerously old—an electrical fire in 1930 at 
a similar building nearby had destroyed 
irreplaceable FTC records. But plug-in 
fans and open windows were the only 
tools for coping with the heat that baked 
the capital in early July 1934, driving tem- 
peratures in some offices well over 100 
degrees. 

On Monday, July 2, reporters and pho- 
tographers waited in an airless hallway 
for the debut meeting of the still home- 
less SEC. In theory, the five commis- 
sioners would be quickly sworn in and 
would then elect their chairman. In real- 
ity, the afternoon would be a tense face- 
off between New Deal purists and White 
House realists. 

A little before 3 p.m., Kennedy limped 
in. Some weeks earlier, he had fallen from 
a horse and broken his leg, but he was still 
jaunty in a tan summer suit. He laughed 
off questions, headed into Mathews’s 
office, closed the door to the press and set- 
tled down to get acquainted with Mathews 
and Judge Healy. 

Then, Pecora arrived from New York by 
way of Union Station—sweaty, a little late 
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Portrait of Ferdinand Pecora, circa 1933. 


and grimly silent. At age 52, he didn’t want 
to serve on the commission for very long; 
after two years as a low-paid Senate coun- 
sel investigating Wall Street, he needed to 
revive his law practice and replenish his 
savings. But he was furious that he would 
not be chairman during his short SEC ten- 
ure. Without a word to reporters, Pecora 
followed Landis into his office. Behind 
that closed door, Landis began the long, 
quiet process of persuading the legend- 
ary “hellhound of Wall Street” to change 
his mind about fighting publicly for the 
chairmanship. 

The reporters in the stifling hallway 
grew more curious as the minutes wilted 
away. Perhaps the rumors of the past week 
were true; perhaps Pecora was defying 
FDR and refusing to defer to a stock mar- 
ket manipulator. 

A few days earlier, Roosevelt had sum- 
moned Landis, Mathews and Healy to his 
oval study upstairs at the White House 
and urged them “to take a good look at 
Kennedy” and keep an open mind. Roos- 
evelt could go no further. 

Kennedy could, and had. He had made a 
quick morning call at the White House to 
get FDR’s note endorsing his chairmanship, 
and then gone to the FTC to lobby Landis. 

Landis was just 35, but he seemed a 
decade older, with thinning hair, a stern 
profile and an unseasonably dark suit on 
his lanky frame. But his mature manner 
hid his inner doubts. “Healy and Mathews 
would have voted for me,” he said in an 


Portrait of President Franklin D. Roosevelt, 
by Leon A. Perskie. 


oral history recorded years later. “They 
had confidence in me, more confidence 
that I had in myself.” Could he win the 
trust of Wall Street? That “was a big ques- 
tion in my mind.” 

Kennedy, a decade older than Landis, 
had seemed boyish by comparison as he 
hobbled to the wooden chair Landis offered. 
They had talked for most of the morning. 
In his blunt, breezy way, Kennedy asked 
Landis to vote for him as chairman. “I was 
very impressed with him. ..[he] was the best 
man” for the job, Landis recalled. Landis 
had shared his views with Mathews and 
Healy, who accepted his judgment. Thus, by 
midday, Kennedy had the votes he needed. 

But to be elected chairman without the 
support of Pecora, the crusading knight 
of the New Deal hard-liners, would be a 
terrible way to begin. The SEC had to be 
credible to both the suspicious Wall Street 
leaders who hated Roosevelt and the angry 
Roosevelt voters who hated Wall Street. 
To do that, Kennedy needed more than a 
four-vote majority; he needed Pecora. 

By the time the SEC opened for busi- 
ness in July 1934, Main Street and Wall 
Street had parted ways. After the long 
grim years of the Great Depression, the 
improving lives of average citizens made 
them more supportive of FDR. But after 
more than a year of almost inconceiv- 
able economic gains under the New Deal, 
the improving lives of America’s capital- 
ists made them less supportive of FDR— 
fiercely hostile, in fact. Wall Street, which 
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George C. Mathews, pictured here in 1938, was 
one of two Republicans chosen by FDR to sit on 
the first Securities & Exchange Commission. 


had quietly prayed Roosevelt could save 
the shattered financial system in March 
1933, was now complaining bitterly about 
how he was going about it. 

Around this time, FDR addressed cor- 
porate America’s discontent in a speech in 
Green Bay, Wisconsin. He told the crowd 
he’d gotten a letter from a businessman 
urging that the only way to restore “confi- 
dence” was for him to abolish any form of 
government supervision over business— 
restoring “the unregulated wildcat bank- 
ing of a century ago,” the sale of “fraudu- 
lent securities and watered stock” and 
“stock manipulation which caused panics 
and enriched insiders.” He added, “If we 
were to listen to him, the old law of the 
tooth and claw would reign once more. 
My friends, the people of the United States 
will not restore that ancient order.” 

In the absence of that restoration, how- 
ever, Wall Street had simply refused to 
function, claiming the Securities Act of 
1933 made it impossible for new securities 
to be issued and demanding deregulation. 
If Kennedy couldn’t cajole these pouting 
capitalists back into the market, congres- 
sional support for the New Deal’s financial 
reforms could melt away. 

Thus, Roosevelt knew how much was 
hanging on a unanimous vote for the chair- 
manship. It would give Kennedy the cred- 
ibility he needed to be effective. Wall Street 
would see he had enough moderate support 
to temper any “radical” impulses from New 
Dealers; New Dealers would see Pecora’s 


Underwood & Underwood 


SEC Historical Society, www.sechistorical.org 


support as proof that Kennedy would be 
the tough watchdog Roosevelt promised. 

But could Kennedy get Pecora’s support? 
That was presently in the hands of Landis. 

Around 4 P.M. on July 2, Landis put his 
head into Mathews’s office and asked Ken- 
nedy to follow him to his own office, four 
doors away. There, he let Pecora make one 
last attempt to wheedle away the gavel, at 
least for the next few months. 

Kennedy calmly explained his refusal 
was not personal, but also was not nego- 
tiable. “Roosevelt has decided that I am to 
be chairman,” he kept insisting, “so I have 
no authority to make the trade.” Pecora 
tried other arguments, other trade-offs; 
none would move his rival from that posi- 
tion. The FTC building grew silent as its 
staff headed home. 

Finally, Landis and his two colleagues 
emerged. Kennedy and Pecora led the 
way down the hall to Mathews’s office “as 
chipper as two long-parted and suddenly 
reunited brothers,” as one reporter put it. 
Ultimately, Pecora was a loyal Democrat; 
he had bowed, at last, to FDR’s expressed 
wishes. An FTC notary swore them in, a 
quick executive session was held and the 
stock market speculator was unanimously, 
if improbably, put in charge of Uncle Sam’s 
first effort to be “the cop on Wall Street.” 

When the reporters came back in, Pec- 
ora smilingly shook off questions about 
the closed-door delay. “T will try and do 
my part to put the child on its feet,” he 
said. He would later say of Kennedy, “I 


Commissioners and senior staff of the SEC, 1935. 


like him immensely...he knows how to 
do things.” 

From his first day as SEC chairman, Ken- 
nedy did what FDR needed him to do. He 
treated Wall Street with reason and respect, 
but he did not abandon New Deal reforms. 

“We are not going ahead under the 
presumption that everybody connected 
with finance is a criminal,” he told the 
press. “No honest man need fear that our 
commission will do anything that will 
harm him.” 

But he also warned that the SEC would 
not tolerate dishonest dealings. He was 
unsparing—indeed, brazen—in condemn- 
ing the Street’s past sins, some of which he 
had committed. “The days of stock manip- 
ulation are over,” he said. “Our ideas have 
changed. Things that seemed all right a 
few years ago find no place in our present- 
day philosophy.” $ 
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“You can't really understand 
what is going on now unless you 
understand what came before.’ 


— Steve Jobs, 
founder of Apple Computer 


WHEN PEOPLE DISCuss venture capital, 
the conversation often involves famous 
venture firms, such as Sequoia Capital, 
Kleiner Perkins, Venrock and a hand- 
ful of others. These firms were instru- 
mental in financing many of America’s 
greatest technology companies, includ- 
ing Apple Computer, Intel, Genentech 
and Google. But investing in early-stage 


A WHALE 
OF A TALE 


The History of Venture Investing 
in the United States 


By Mark Higgins 


ventures has a much richer history than 
is often assumed—a history that includes 
the funding of the perilous but lucrative 
whaling voyages in the early 1800s. 

This article seeks to educate readers 
on the fundamental dynamics of venture 
investing by recounting its evolution over 
the past 200 years. Several insights may 
prove timely because the US venture capi- 
tal industry appears to have entered a 
period in which the proliferation of new 
market entrants and incessant inflows of 
institutional capital have placed significant 
downward pressure on returns. As such, 
trustees would be wise to consider whether 
these returns still warrant the risk. 


Funding Ventures on the High Seas 


In the mid-1800s, Catholic missionar- 
ies were busy sowing the seeds of fruit 
trees that would blossom into bounti- 
ful orchards spanning California’s Santa 
Clara Valley. A hundred years later, many 
of these orchards were uprooted to make 
room for America’s burgeoning tech 
industry, and the Santa Clara Valley was 
henceforth referred to as “Silicon Valley.” 
A handful of premier venture capital- 
ists provided the seed funding for many 
of Silicon Valley’s greatest ventures, but 
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“While some vessels on their voyages 
have made but poor returns... 
others have done extraordinarily 
well and brought in fortunes 
to those investing in them.’ 


— Alexander Starbuck (1878) 


these firms were non-existent in the 1800s. 
Instead, the 19th century version of the 
venture capital industry was situated more 
than 2,500 miles to the east. The epicenter 
was New Bedford, Massachusetts, where 
a tight-knit community of Quakers qui- 
etly amassed fortunes from the whaling 
industry. 


Whale ships at the New Bedford wharves, 1887. 


The funding of whaling ventures is 
rarely associated with venture capital. One 
reason is because the entire industry dis- 
appeared soon after John D. Rockefeller 
expanded the oil industry under the Stan- 
dard Oil banner. By the late 1800s, kero- 
sene and petroleum-based lubricants were 
much cheaper than whale oil, rendering 
the whaling industry obsolete. Yet there 
remains much to be learned from reexam- 
ining the rise and fall of its predecessor, 
as US venture capital firms resurrected its 
financing method in the mid-1900s. 

The first distinguishing attribute of 
whaling investments was the time hori- 
zon. In 1850, the average voyage lasted 3.6 
years, and an average of 6% of ships were 
lost at sea each year. Throughout each 
voyage, investors knew little regarding a 
ship’s prospects. Thus, once capital was 
deployed, it was nearly impossible to exit 
the investment until the ship returned. 

A second challenge was the extreme vari- 
ability of returns. After completing voyages, 
most ships returned to port with profits that 
were unworthy of the risks. An inventory of 
4,127 documented voyages departing New 
Bedford between 1817 and 1906 revealed 
that 35.5% lost money and another 22% 
reported a profit of less than 10%. Figure 1 
shows the distribution of whaling voyage 
profit rates. It is nearly identical to the dis- 
tribution of venture capital returns, which is 
included for comparison. 


The final challenge was gaining expo- 
sure to the rare voyages that produced 
outsized returns. Whaling investments 
only made sense if the occasional block- 
buster return offset the much more com- 
mon subpar returns. As indicated in Fig- 
ure 1, only 12.6% of voyages produced 
returns of 40% or more, which rendered 
whaling ventures sensible only for gam- 
blers or investors who adequately diversi- 
fied across multiple voyages. 


Emergence of a 19th Century 
Venture Capital Industry 


Investors in New Bedford addressed the 
unique investment challenges of whaling 
in much the same way that modern venture 
capitalists address the risks of early-stage 
venture investments. First, they structured 
investments as partnerships. The whaling 
agent functioned like a general partner, and 
wealthy individuals functioned as limited 
partners. The whaling agents then allocated 
investors’ funds across multiple voyages, 
much like modern venture captial funds 
allocate to multiple portfolio companies. 

In addition to the partnership and port- 

folio structure, other notable similarities 

included: 

1. Lending of Managerial Expertise: By the 
mid-1800s, capital was a commodity in 
New Bedford, but obtaining high-quality 
mentoring and proprietary knowledge 
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The Princess of Whales 
Becomes the Queen 
of Wall Street 


“| buy when things are low and no 
one wants them. | keep them, just 
as | keep a considerable number of 
diamonds on hand, until they go 
up and people are anxious to buy 
them.’ 
—Hetty Green, 
The Queen of Wall Street (1905) 


Hetty Green is arguably the most 
underrated investor in US history. She 
was the richest woman in America 
by the end of the Gilded Age, but 
her investment philosophy and tem- 
perament differed markedly from the 
stock operators who dominated Wall 
Street. She shunned the dark arts of 
insider trading and market manipula- 
tion, she refused to leverage her posi- 
tions and she embraced a life of thrift 
rather than luxury. 


Green's behavior derived from her 
experiences in New Bedford. Her 
father, Edward Robinson, and her 
grandfather, Gideon Howland, were 
members of an exclusive clan of 
successful whaling agents. She often 
accompanied her father on the docks 
during the day and read newspapers 
and business reports to her grandfa- 
ther at night. 


Green's training in the risky business of 
whaling forced her to internalize vir- 
tues, such as thriftiness, patience and 
relentless due diligence. These virtues 
proved invaluable in the tumultuous 
markets of the Gilded Age. Many of 
her peers quickly amassed and lost 
fortunes during the waves of manias, 
panics and crashes on Wall Street. In 
contrast, Green skillfully navigated 

the treacherous currents while deftly 
avoiding the occasional rogue wave. 
Hetty’s experience as a whaler helped 
her remain afloat, while the reckless- 
ness of many peers caused their for- 
tunes to sink to the bottom of the sea. 
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FIGURE 1: Distribution of New Bedford Whaling Voyage 
Profit Rates and Venture Capital Net Internal Rate of Return (IRR) 
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Source: Tom Nicholas, VC: An American History (Cambridge: Harvard University Press, 2019). Whaling voyage 
profitability based on voyages from 1817-1906; venture capital net IRRs based on data from 1981-2006. 


from skilled whaling agents was in short 
supply. For example, the most success- 
ful agents shared lessons obtained from 
prior voyages (both successes and fail- 
ures). They also helped assemble the most 
experienced and reliable crew members. 
High-quality venture capital firms func- 
tion in a similar capacity today. 

2. Incentive-based Compensation for 
Agents: Whaling agents possessed 
unique skills, which enabled them to 
command a premium for their services. 
This explains why they typically received 
incentive-based compensation that was 
much like the carried interest of modern 
venture capital funds. In fact, the share 
of profits for whaling agents was even 
more attractive than the typical 20% 
share commanded by venture capital- 
ists. On average, whaling agents received 
39% of the profits from voyages. 


3. Incentive-based Compensation for 
Crews: Whaling voyages were risky and 
grueling. Not only did crew members 
face the high likelihood of returning 
empty-handed, but they also faced a real 
possibility that they would never return 
at all. Whaling agents also had little 
control over the behavior of captains 
and crews after the voyage commenced. 


It was critical, therefore, to align the 
interests of investors and crew mem- 
bers. The solution was allowing crews 
to share in the profits of the voyage. The 
percentage share, which was referred to 
as a “lay,” was greatest for the captain, 
but all members of the crew participated 
to a degree. The profit-sharing system 
was similar to the use of stock options 
at start-up companies. 


Venture Capital Resuscitates 
a“Risk-Less” Economy 


“We cannot depend safely for an 
indefinite time on the expansion 
of our big old industries alone. We 
need new strength, energy and 
ability from below. We need to marry 
some small part of our enormous 
fiduciary resources to the new 
ideas which are seeking support.’ 


— Ralph Flanders, president of the 
Federal Reserve Bank of Boston (1945) 


The great whaling partnerships of New 
Bedford disappeared by the turn of the 
20th century, but innovation in the United 
States persisted. A relatively small com- 
munity of wealthy individuals supplied 


16 FINANCIAL HISTORY | Fall 2023 | www.MoAF.org 


capital for entrepreneurial ventures. For 
example, Thomas Edison received funding 
from wealthy financiers, such as J.P. Mor- 
gan and William H. Vanderbilt. While it 
is conceivable that economic progress was 
held back to a degree by the absence of an 
organized industry to fund new ventures, 
advancements in the United States still far 
outpaced economic rivals in Europe in the 
early 1900s. 

It was not until after the end of World 
War II that the scarcity of capital posed 
a threat to entrepreneurship in America. 
The first problem was extreme risk aver- 
sion among potential capital providers. 
Banks were still recovering from the scars 
of the Great Depression, and funding new 
ventures in unproven markets was con- 
sidered too risky. Insurance companies 
and pension plans, which had amassed 
substantial pools of capital during the 
war, were equally risk averse. Trustees 
rarely ventured much beyond high-quality 
bonds. Another problem was that demand 
for capital skyrocketed after the war. The 
US had won an unprecedented global war 
on two fronts, and much of the success 
was attributable to the inventiveness of 
academic institutions and industrialists. 
Many inventions had compelling com- 
mercial applications, but there was insuf- 
ficient capital to bring them to market. 

Several leading financiers and academ- 
ics feared that the capital shortage threat- 
ened the nation’s economic progress. They 
described the post-war business climate as 
the “risk-less economy,” and they feared 
the United States would lose its technolog- 
ical edge if innovation depended entirely 
on large companies. 

In 1946, a group of leading academ- 
ics, financiers and industrialists in New 
England formed a closed-end investment 
company to address this problem. The 
company was called Advanced Research 
and Development (ARD), and its mission 
was to provide a new form of financing 
for early stage ventures. The famed Har- 
vard Business School Professor, Georges 
Doriot, took the helm soon after ARD’s 
formation, and the financing model pio- 
neered by the whalers of New Bedford 
returned. 

ARD ultimately proved the viability of 
venture investing, but it took more than a 
decade of struggle. The greatest challenge 
derived from the structure of the fund. As 
a closed-end investment company, ARD 
was subject to SEC oversight. This created 


significant constraints on the investment 
strategy and the company’s ability to com- 
pensate employees. 

Even in the late 1950s, it was unclear 
whether ARD would succeed. The port- 
folio funded several successful ventures, 
but the successes did not adequately com- 
pensate for the failures. This changed on 
August 19, 1966, when Digital Equipment 
Corporation (DEC) became ARD’s first 
home run. ARD had invested $70,000 in 
1957, and after DEC’s IPO, its position was 
valued at $38.5 million. This equated to an 
annualized return of approximately 100% 
per year over a 10-year period. The return 
was so large that it completely altered 
ARD’s overall performance. Between 1946 
and 1971, ARD produced an annualized 
return of 15.8%. Without the DEC invest- 
ment, it would have only returned 7.4% 
per year. This single investment validated 
the venture capital model, but it also 
reinforced the fact that success depended 
almost entirely on the ability of venture 
capitalists to find home runs. 


Venture Capital Moves West 


“West Coast investors aren't 
bolder because they're 
irresponsible cowboys, or 
because the good weather 
makes them more optimistic. 
They're bolder because they 
know what they are doing.” 


— Paul Graham, 
founder of Y Combinator 


ARD proved the viability of venture capi- 
tal in the 20th century, but the company 
did not survive. It merged with Textron 
Corporation in 1972, and its influence 
waned. Doriot’s spirit lived on, how- 
ever, as many of his former students and 
employees seeded a new generation of 
venture capital firms. Examples included 
Greylock Partners, Flagship Ventures and 
Fidelity Ventures. But the next generation 
set their sights on the West Coast, where 
a forward-thinking professor named Fred 
Terman had created a formidable high- 
tech ecosystem in the vicinity of Stanford 
University. 

The second generation of venture capi- 
talists had a deep appreciation for the 
importance of hitting home runs, which 
made the high-tech industry the most 
attractive source of opportunities. Tech 
companies could quickly dominate large 


The Social Benefits of Venture Capital 


“We are undertaking pioneering projects that with proper backing will 
encourage sound scientific and economic progress in a new field—fields 
that hold the promise of tremendous future development.” 


— Laurance Rockefeller, 
founder of Venrock Associates 


ARD proved that venture investing was viable for institutional investors, but it was 
not the first to resurrect the model itself. Ironically, the Rockefeller family—whose 
wealth derived from the demise of the whaling industry—was among the first to 
resurrect venture investing. But wealth creation was only a secondary goal. Their 
primary goal was to promote social and economic progress by supporting cutting- 


edge research in the United States. 


The Rockefellers achieved their primary goal but fell short of the secondary one. 
Between 1938 and 1969, the Rockefellers made 59 investments, which achieved 
an investment multiple of 3.2. Over the same period, the stock market produced 


a multiple of 8.6. 


The Rockefellers’ performance revealed an interesting paradox of venture investing. 
Considerable evidence suggests that individual investors in venture capital funds are 
unlikely to achieve a return that is commensurate with the risk, yet the aggregate 
investments of the venture capital industry can provide extraordinary benefits to 
society. For example, a recent study by Stanford University revealed that 43% of US 
public companies founded since 1979 were funded by venture capital. 


The paradox of venture investing is not a unique phenomenon. Investors experi- 
enced a similar dynamic when investing in canals, railroads and industrial conglom- 
erates in the 1800s and early 1900s. Despite the high probability of disappointing 
returns at the individual level, the nation as a whole reaped significant benefits. 


markets and then defend their position 
with strong patent protection. By 1970, 
Silicon Valley was America’s high-tech 
capital. In 1972, two of America’s most 
prestigious venture firms, Sequoia Capi- 
tal and Kleiner Perkins, opened offices 
on Sand Hill Road. Many firms followed, 
and Sand Hill Road became the destina- 
tion of choice for venture capitalists. 


The Department of Labor 
Makes it Rain 


“The most common exit 
strategy was that we 
lost all our money.’ 


— Arthur Rock, 
founder of Davis and Rock 


By structuring their funds as limited part- 
nerships, the second generation of ven- 
ture firms freed themselves from SEC 


oversight, but they faced new headwinds 
in the 1970s. The biggest one was an 
unanticipated side effect of the Employee 
Retirement Income Security Act (ERISA) 
of 1974. The Act required trustees of 
ERISA plans to abide by the Prudent 
Man Rule when selecting investments. 
Fearful of violating the rule, most trust- 
ees restricted investments to traditional 
stocks and bonds. Even trustees of non- 
ERISA plans, such as endowments, 
exercised an abundance of caution and 
employed similar restrictions. As a result, 
venture funding all but evaporated in the 
mid-1970s. 

The funding drought devastated the 
fledgling profession. The National Venture 
Capital Association (NVCA) responded 
by lobbying relentlessly to convince the 
Department of Labor (DOL) to allow a 
more flexible interpretation of the Pru- 
dent Man Rule. On June 21, 1979, the DOL 
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obliged and offered new guidance that 
provided trustees with the flexibility they 
needed to invest in venture funds. Com- 
mitments to venture capital skyrocketed 
in the subsequent years, giving high-tech 
entrepreneurs the capital they needed to 
fund the personal computing revolution 
of the 1980s (See Figure 2). 


The Dot-Com Bubble 


“What risk? If the company doesn’t 
work out, we'll sell it for $150 million. 
If the company kind of works out, we'll 
sell it for $500 million, and if it really 
works out, it'll be worth $2 billion and 
$10 billion. Tell me how that’s risk.” 


— Geoffrey Yang, 
co-founder of Redpoint Ventures 


Venture capital firms generated breath- 
taking returns in the 1980s, as valuations 
soared in companies such as Apple Com- 
puter, Microsoft Corporation, Oracle and 
Genentech. Premier firms, such as Kleiner 
Perkins, the Mayfield Fund and Sequoia 
Capital, rewarded limited partners with 
massive Internal Rates of Return (IRRs). 
Attracted by the windfalls, institutional 
investors increased commitments steadily 
in the early 1990s. But enthusiasm soon 
transformed into mania after the IPO of 
Netscape Communications on August 9, 
1995. The company was merely a business 
plan in early 1994, but it was suddenly val- 
ued at nearly $3 billion after the IPO. 

In 1994, new commitments to US ven- 
ture capital funds totaled $7.6 billion. 
In 2000, they exploded to $101 billion. 
The internet era also attracted many new 
entrants. In 1994, the United States had 136 
venture capital firms. In 2000, there were 
632. But the dot-com bubble eventually ran 
its course, as all bubbles do. In 1999, the 
Federal Reserve began tightening monetary 
policy, as rampant speculation had reduced 
unemployment to levels at which inflation- 
ary pressures became concerning. Over the 
next year, the tech bubble collapsed. Figure 
3 shows the rise and fall of the tech-heavy 
NASDAQ Composite Index. 

The collapse of the dot-com bubble dam- 
aged the reputation of many leading venture 
capital firms. Nevertheless, capital commit- 
ments from institutional investors quickly 
returned due to an unexpected tailwind that 
emerged from the exceptional performance 
of the Yale University Endowment. 


Millions of 1987 Dollars 


FIGURE 2: New Commitments to VC Firms 
(1972-1980) 
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Sources: Venture Capital Yearbook, 1988; Poterba, James M. 
“Venture Capital and Capital Gains.’ Tax Policy and the Economy; Volume 3 (1989). 


The Magnetism of Venture Investing 


“Money wasn't hard to get, even for a company with a notably vague business 
plan; getting a top consigliere and a bona fide CEO magnet made [Kleiner 
Perkins Caulfield Byers] dollars worth more than other dollars.” 


—Jim Clark, co-founder of 
Netscape Communications 


In the 19th century, whaling agents with strong track records were much more likely 
to repeat their success—an investment phenomenon referred to as persistence. 
Some of the persistence was attributable to their unique skills at selecting the most 
promising voyages, but the more important factor was the ability of the best agents 
to attract the best captains. This is because captains knew that the mere association 
with a top agent was valuable in and of itself. It signaled competence, which cap- 
tains used to attract the best crews. It also provided captains with access to propri- 
etary knowledge regarding the most effective whaling tactics and hunting grounds. 


Premier venture firms experience a similar phenomenon today, and it is why top-tier 
firms are much more likely to generate attractive returns than second- or third-tier 
firms. The quote from Jim Clark reveals this principle. Clark accepted a $5 million 
investment from Kleiner Perkins in 1994. Only a handful of top-tier firms were even 
considered. Ultimately, it was the magnetism of John Doerr that attracted Clark to 
Kleiner Perkins. Despite Clark's general distaste for venture capitalists—which he 
often derisively referred to as velociraptors—he knew that Doerr could attract a 
top-notch CEO and provide invaluable managerial guidance as a board member. 
Lesser-known firms provided little more than capital. 


When Kleiner Perkins invested in Netscape, there were nearly 400 venture capital 
firms in existence. Only three had a realistic shot at Netscape. Kleiner's $5 million 
investment skyrocketed to $400 million in less than two years. Securing access to 
such investments is a rarity for the best venture capitalists, but it is a virtual impos- 
sibility for second- and third-tier firms. 
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FIGURE 3: Daily Closing Price of the Nasdaq Composite Index 
(January 1, 1998-October 31, 2002) 
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Overcrowding in Silicon Valley 


“What has been true of railroads has 
been true of other forms of permanent 
investment. First, high charges 
and high profits. Then speculative 
investments in the same line. Next, 
an overstocked market, and no profit 
at all. Finally, cutthroat competition 
and widespread insolvency.” 


— Arthur Twining Hadley, former 
president of Yale University 


In 2000, David Swensen, the CIO of the 
Yale University Endowment, published his 
classic book, Pioneering Portfolio Manage- 
ment. The book shared many details of 
Yale’s investment strategy, which enabled 
its endowment to substantially outperform 
other peers. But many institutional inves- 
tors misinterpreted Swensen’s advice and 
concluded that blunt allocations to alter- 
native assets, such as venture capital, were 
the secret to producing Yale-like returns. 


Few realized that it was the rare strength 
of the people making the decisions at Yale 
that accounted for their success. 

Over the next two decades, institutional 
investors substantially increased alloca- 
tions to alternative asset classes, and ven- 
ture capital was a common destination. 
In 1995, assets under management (AuM) 
in US venture funds was $38.9 billion. 
By 2021, total AuM hit $995 billion. The 
problem, however, is that much like the 
New Bedford whaling industry, the sup- 
ply of high-tech home runs is limited, 
and a small number of top-tier firms are 
far more likely to snag them. This is why 
Swensen cautioned investors that, “In no 
other area of the capital markets does 
the identity of the source fund matter in 
the way that it does in the venture capi- 
tal world.” To this day, few institutional 
investors heed his warning. 


The Shifting Tradewinds 
of Venture Capital 


The drilling of the first oil wells in Titus- 
ville, Pennsylvania ended the reign of the 
great whaling financiers of New Bedford, 
but profits were already suffering from 
increased competition and shrinking 
whale populations. For the 20 years end- 
ing in 1836, an average of 77 ships departed 
New Bedford each year. For the 20 years 
ending in 1856, this increased to an average 
of 242 ships. Unsurprisingly, the profitabil- 
ity of voyages declined from 21.3% to 13.4%. 

The US venture capital industry now 
faces a similar challenge. From 1981 to 


1999, an average of 196 venture funds made 
new investments in any given year. For the 
15-year period ending in 2014, an average 
of 604 funds made new investments. Net 
IRRs followed a predictable trajectory. 
For the 20-year period ending in 1999, 
the average, equal-weighted pooled IRR 
was 28%. For the 15-year period ending in 
2014, the average, equal-weighted pooled 
IRR had declined to 11%. 

Severe overcrowding in the US ven- 
ture capital industry is a conundrum. 
While the magnetism of venture investing 
may shield premier venture firms from 
severe consequences, second- and third- 
tier firms seem unlikely to thrive. Like the 
19th century whaling investors, modern 
venture capital investors are hunting in a 
crowded sea. It is up to trustees to decide 
if they should search for undiscovered 
treasures in uncharted waters—or avoid 
the perilous seas altogether. $ 


Mark Higgins, CFA, CFP® is a finan- 
cial historian, experienced institutional 
investment advisor and frequent con- 
tributor to Financial History magazine. 
His book, Investing in US Financial His- 
tory, recounts the full financial history of 
the United States from 1790 to 2023. The 
book will be published in February 2024 
by Greenleaf Book Group. 
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THE 1907 


~STRINGENCY CRISIS 


By Joe Martin 


REGIONAL BANK FAILURES in the United 
States have raised concerns in both the 
United States and Canada about the safety 
of the banking systems. Tony Fell, the 
legendary leader of RBC Dominion Secu- 
rities, recently asked, “How many times 
does this have to happen before we learn 
the lesson that history matters, and you 
ignore it at your peril?” Examining the 
Panic of 1907, which is well remembered 
in the United States, may reveal some 
answers. 

In Canada the story is largely forgotten, 
although occasionally the phrase “financial 


Remains of The Canadian Bank of Commerce 
on the ground floor of the Mutual Life building, 
San Francisco, 1906. 
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contingency” is used. The Monetary Times, 
a weekly business publication, described 
the Canadian stock markets as experienc- 
ing only a sympathetic flurry, but nothing 
like the “financial cyclone” which struck 
New York. They added that “the distur- 
bance scarcely ruffled the calm surface 
of Canadian conditions.” And the Times 
gave full credit to the positive role played 
in the United States by Treasury Secre- 
tary George B. Courtelyou. However, the 
Times did conclude with a warning that 
because of the importance of the United 
States to the Canadian economy that a 
slackening of the Canadian economy was 
not at all unlikely. The Canadian economy 
had modest growth in 1907 (0.7% in terms 
of increase in per capita GDP), but in 1908 
the Canadian economy declined sharply, 
by 7.8% per capita, the eighth worst year in 
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the 20th century and the worst until 1914 
when World War I broke out. 

There were several bank failures in the 
United States during this period, but only 
a few in Canada. Canadian banks were 
larger on average than those in the United 
States. In addition, the Canadian banks 
had a network of bank branches, which 
helped spread risk. Nevertheless, they did 
see a decline in note circulation (Canadian 
banks issued all paper currency $5 and 
above until the Great Depression) and in 
loans, although both overdue debts and 
loans to provincial governments jumped 
dramatically. However, deposits grew by 
0.5%. 

In the first decade of the 20th century, 
while Canadian banks were big, growing 
and consolidating their share of finan- 
cial intermediation was declining and was 


FIGURE 1: Canada and US GDP per Capita (in 1990 Geary-Khamis dollars), 1870-1914 
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less than in the United States. Mortgage 
and loan companies became much more 
important in Canada towards the end of 
the 19th century and the beginning of the 
20th century because banks were prohib- 
ited from making mortgage loans, and 
the mortgage and loan companies were 
well capitalized and well managed with 
much of the capital coming from Scot- 
land. Unlike in the United States, Canada 
did not have the same problems with trust 
companies for the simple reason that there 
weren't many of them. 

Turning from financial intermedia- 
tion to business in general, the Bradstreet 
Company—the Cincinnati-based credit 
agency—reviewed failures in both coun- 
tries. In 1908 in Canada, 0.14% of compa- 
nies failed, whereas in the United States 
the number was much higher at 0.94%. 
There was a remarkable similarity in the 
reasons for failure in both countries; the 
first was lack of capital, the second was 
incompetence and the third was fraud. 


1896 to 1906 


To understand the Stringency Crisis of 
1907, it is necessary to place it in context. 
Forty years earlier, Canada had come 
into being as a self-governing country in 


domestic matters. Two years later, the 
young Dominion acquired Rupert’s Land 
from the Hudson Bay Company. This 
increased Canada’s arable land by 140 
million acres. 

In 1878, settlement of the Prairies 
became a priority, but the problem was 
that immigrants didn’t come, primarily 
because wheat prices were low. Indeed, 
as shown in Figure 1, from 1870 to 1896 
growth in GDP per capita was relatively 
slow in both the United States and Canada. 

After 1896, the long-awaited settlers 
began to arrive in Canada, with 21,216 
arriving in 1897. Two years later that fig- 
ured more than doubled, with more immi- 
grants coming from the United States than 
from the United Kingdom. Four years 
later the number of immigrants was nearly 
triple what it had been in 1899, with the 
United States providing more than either 
the United Kingdom or “other” countries 
combined. By 1906, the number was up 
to 189,064. In the three-year period from 
1904 to 1906, the United Kingdom had 
surpassed the United States as the major 
source of immigrants. In 1907, there was a 
decline in immigration but in 1913, the last 
year before the war, over 400,000 immi- 
grants arrived, a figure not seen again for 
99 years. 


Many of these immigrants headed for 
the Canadian Prairies, the wheat belt of 
Canada. In 1905, Alberta and Saskatch- 
ewan—carved out of Rupert’s Land— 
joined Manitoba as Prairie Provinces. 
Amongst them population nearly doubled 
between 1901 and 1906 and in the next 
five-year period increased by two-thirds. 
From a standing start, the Prairies had 18% 
of the total Canadian population. 

The main occupation on the Prairies 
was farming. Suddenly where there had 
been hardly any farms there were more 
than 120,000. The two main crops were 
spring wheat and oats. Spring wheat acre- 
age increased from nearly two million 
acres in 1900 to nearly five million acres in 
1906, and production expanded from just 
under 25 million bushels to nearly 110 mil- 
lion bushels, all within a five-year period. 
By 1910, the new Province of Saskatch- 
ewan was producing 50% of all Canadian 
wheat, oats and barley. The number of 
prairie line elevators necessary to handle 
the grain also increased four-fold between 
1901 and 1907 to over 12,000. And storage 
capacity increased nearly three-fold to 
36.6 million bushels. 

With the great “Wheat Boom,” Cana- 
dians became ever more optimistic, to 
the point that in 1904 Prime Minister Sir 
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Byron Edmund Walker, long-time president of 
The Canadian Bank of Commerce, circa 1907. 


Wilfrid Laurier declared, “Let me tell you, 
my fellow countrymen...that the 2oth 
century shall be the century of Canada.” 
Laurier declaimed that in a year when 
GDP per capita declined, but the next 
two years seemed to prove his prediction. 
Then came the Crisis of 1907 and the sharp 
economic contraction of 1908. 

The causes of the 1907 credit crisis were 
more varied in the United States than they 
were in Canada for several reasons. But 
what the two countries shared was a large 
Western grain sector. This was a problem 
because Western farmers needed credit 
in the spring to buy seed and equipment, 
but they didn’t have money until the fall 
when they sold their cash crops to line 
elevator companies. This created a liquid- 
ity crunch. 

The liquidity crisis was THE problem 
in Canada as the result of the changes that 
occurred after 1896, namely large-scale 
immigration accompanied by large-scale 
farming on the Western plains. Robert 
F. Bruner and Sean D. Carr, authors of 
The Panic of 1907: Lessons Learned from 
the Market’s Perfect Storm, contend that 
a shock is required to trigger a crisis and 
imply that a liquidity crisis in the Western 
sector of the country is not a sufficient 
shock, nowhere equal to the 1906 San 
Francisco earthquake. Perhaps the shock 
to the Canadian system was a combina- 
tion of the inevitable impact on Canada 
of financial problems in the United States, 


plus the significant increase in population 
in Canada in the period and the dramatic 
increase in GDP per capita. Combined 
with the Western liquidity issue, these 
may have been the “shock” that Bruner 
and Carr postulate as being necessary to 
cause a crisis. 


The Solution in Canada 


In the United States there was a large- 
scale response to a large-scale problem. 
A National Monetary Commission was 
established, which did a thorough review 
of financial systems in Europe and Can- 
ada. The result of their deliberations was 
the establishment of the Federal Reserve 
System, America’s third national bank, 
in 1912. 

In Canada the response was not so 
dramatic, nor was a dramatic response 
required. Given the substantial growth 
that had occurred in total population, 
farm population and GDP in such a short 
time, it is not surprising that there was a 
liquidity crisis or, as it was called at the 
time, “financial stringency.” And it was 
not the first time for Canada. The last time 
it had happened Canada was a province, 
not a nation, consisting of two parts— 
Canada East (Quebec) and Canada West 
(Ontario). In the early 1860s, there was 
an uproar in Canada West as the Bank of 
Montreal reduced credit and invested the 
money in gold in New York. 
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The Honorable W.S. Fielding, Canadian Minister 
of Finance, 1896-1911 and 1921-1924. 


Four decades later, the “western” prob- 
lem was 1,700 miles northwest on the 
Canadian Prairies. Canada’s large banks 
had followed the railways and the farm- 
ers west and had opened branches to 
serve their local customers. In just three 
years, between 1902 and 1905, the branch 
bank network on the Prairies more than 
doubled, from 82 to 182. A decade later, 
the number of branches on the Prairies 
would increase nearly five-fold. And Win- 
nipeg, the largest city on the Prairies, had 
become not only the third most populous 
city in Canada, but also third in terms of 
financial clearing houses. 

Canada’s banking system of large 
banks with head offices in Montreal or 
Toronto and branches in western Canada 
had careful senior managers—men like 
Byron Edmund Walker, the long-time 
president of the Canadian Bank of Com- 
merce. As early as 1906, in the second year 
of a spectacular boom, Walker expressed 
concerns about Europe bearing the costs 
of the South African War and the Russo- 
Japanese conflict, as well as the capital that 
had been destroyed by the “unexampled 
scale by earthquakes, fires and other catas- 
trophes.” The Commerce bank branches 
were instructed to pay close attention 
to credit risk going forward. Most other 
major banks had a similar policy. Con- 
sequently, when it came time for the 
1907 Canadian harvest, Prairie farmers 
expressed concern about the lack of credit 


available, as did the grain speculators at 
the Winnipeg Grain Exchange. The Win- 
nipeg leadership said a large cash infusion 
was required to keep the system solvent. 
The problem was that the Canadian banks’ 
note circulation was limited to their paid- 
up capital by legislation. 

The first and most important response 
came from the Canadian Minister of 
Finance, the Honorable W.S. Fielding. 
Fielding was well qualified to deal with dif- 
ficult financial issues. He had been Minis- 
ter of Finance for over a decade, after serv- 
ing as Premier and Provincial Treasurer 
(Minister of Finance) of the Province of 
Nova Scotia, a dual position he held for 
12 years. Since 1896, he proved to be an 
excellent Federal Minister of Finance and 
would go on to become Canada’s longest- 
serving Finance Minister. 

Fielding’s solution to the problem of 
limits on bank note circulation was to 
make special funds available to the banks 
to provide the required liquidity. This 
“gentle intervention” was all that was 
required to re-establish the flow of credit. 

Although this action was done on 
November 12, 1907, it wasn’t revealed to 
Parliament until St. Patrick’s Day 1908, 
when Fielding informed the House of 
Commons that he would be presenting 
amendments to the Bank Act which would 
permit banks to issue currency to the 
extent of 15% in excess of their combined 
paid-up capital and reserve for a period 
from October 1 through January 31, which 
was later extended to six months. The 
economic expansion of the country had 
expanded the note issue, so that it was 
pressing against the statutory limit—the 
paid-up capital. This amendment would 
provide the greater elasticity required 
during the harvest season by providing 
additional financial facilities for the quick 
transportation of Canadian farm products 
to world markets before the freeze-up of 
the St. Lawrence River in January. And 
since Fielding was also a politician, it 
would contribute to the strength of his 
party with an election coming up later in 
1908 in the rapidly growing new provinces 
of Alberta and Saskatchewan. 

Between 1905 and 1908, there were three 
small bank failures and two larger ones. 
Research of causes finds phrases such as 
“criminal mismanagement,” “the general 
manager is imprisoned” and “the director 
dies in prison.” In Canada, the solution to 
bank failures was a race to the top, rather 


than a race to the bottom. When a Cana- 
dian bank went down the bigger, stronger 
banks were expected to take over the fail- 
ing bank. 

A concrete instance of this can be found 
in the re-organization of the Sovereign 
Bank of Canada, the largest of the fail- 
ures. The Sovereign was opened in 1901 
with the support of J.P. Morgan and the 
Dresdner Bank. The bank expanded rap- 
idly, had nearly 100 branches by 1907 
and made many bad loans. The bank was 
suspended in early 1908 and was taken 
over by 15 other banks; other banks subse- 
quently absorbed its business without loss 
to depositors or creditors. 


Post-1907 


After 1907, the Great Canadian Wheat 
Boom returned. By 1909, production was 
at an all-time high and by 1911 it had more 
than doubled from 1905. Both Canada’s 
population (15.2% vs. 9.6%) and GDP per 
capita increase (24.5% vs. 16.2%) signifi- 
cantly exceeded that of the United States 
between 1908 and 1913. Canadian banks 
did well despite two failures. Deposits 
continued to pour in, increasing by 70% 
in the period with the rapidly expanding 
branch network tripling on the Prairies 
The growth in deposits was so great it 
was sometimes difficult to find sound 
loans, although the Canadian banks were 
helped by an international presence that 
accounted for nearly 10% of all assets. 

In 1871, the new Dominion of Canada 
had passed the Canadian Bank Act, which 
was considered a model at the time. One 
special provision, unique to Canada, was 
a requirement that the legislation was 
subject to decennial review, subsequently 
reduced to every five years. This legisla- 
tion with its review provision has enabled 
adaptability in the system over the decades 
which have ensured that the Canadian 
banking system is consistently recognized 
as one of the best in the world. 

The structure of Canadian chartered 
banks curtailed the bankruptcy tail of 
Canadian banks relative to the more 
regionally focussed American banks. Con- 
solidation of banks, the extensive branch 
networks and moral suasion meant that 
Canadian banks could operate without a 
central bank. And the banks themselves 
were committed to seeing the system work 
properly because the system was regulated 
by the Canadian Bankers Association. In 


1913, the Bank Act was amended to pro- 
vide for individuals to act as independent 
auditors of banks as a further safeguard. 
In 1914, war was declared between 
the Allied Powers (excluding the United 
States) and the Central Powers. That year 
was a bad year economically for both the 
United States and Canada; both econo- 
mies declined by 9.5% in GDP per capita. 
In Canada, Parliament quickly passed a 
Finance Act—an emergency measure end- 
ing Canada’s gold standard and giving 
the Department of Finance new powers, 
including the power to act as a lender of 
last resort and a means for the government 
to set the advance rate. Canadians, con- 
cerned about how a government central 
bank could be independent on monetary 
policy, would not create a central bank 
until the Great Depression, more than two 
decades after the United States. $ 


Joe Martin is the founding and cur- 
rent president of the Canadian Busi- 
ness History Association/L’Association 
Canadienne pour L’Histoire des Affaires 
and co author of From Wall Street to 
Bay Street: The Origins and Evolution 
of American and Canadian Finance. He 
recently stepped down as the director of 
Canadian Business History at the Rot- 
man School of Management, University 
of Toronto. Prior to joining the Rotman 
School, he was a partner with the Cana- 
dian practice of Deloitte Consulting for 
nearly a quarter of a century. 
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First Manhattan 


A Whale of a Value Investor 
and Philanthropist 


By James Russell Kelly 


Davip SANFORD GOTTESMAN, best known 
as Sandy, has been acclaimed for his success 
as an investor and philanthropist, but much 
less is known about him as a person. He was 
very private and kept a low public profile. In 
a rare interview with The New York Times, 
he famously said, “The only time a whale 
gets harpooned is when he surfaces.” 


Early Years 


Sandy Gottesman was born April 26, 1926 
and grew up in New Rochelle, New York, 
a suburban community in Westchester 
County about 25 miles northeast of Man- 
hattan. He attended New Rochelle public 
schools through high school. “I was not a 
good student, more interested in making 
money,” he recalled. He was very entre- 
preneurial, peddling Collier’s magazines 
and a variety of other items door to door, 
hiring neighborhood children to help. 


David “Sandy” Gottesman, 
founder of First Manhattan. 


When he finished high school in 1943, 
World War II was raging. Prior to enlist- 
ing in the Army, he briefly studied engi- 
neering at Carnegie Tech to qualify for a 
good assignment. The Army sent him to 
Princeton University to further his stud- 
ies. He was first deployed to Sabu Island 
in the South Pacific and was later sent to 
occupied Japan after the war ended in 1945. 
After two and a half years of service, he was 
honorably discharged in 1946 and enrolled 
in Trinity College, where he completed 
three years of study in two years. 


Harvard Business School: Class of 1950 


Gottesman enrolled in Harvard Business 
School in 1948, even before receiving his 
bachelor’s degree. He became lifelong 
friends with many classmates, including 
Rick Cunniff, co-founder of Ruane, Cun- 
niff & Stires; Ray Goldberg, who became 
a distinguished professor at Harvard Busi- 
ness School and created and directed the 
Agribusiness program; and Roger Strong, 
an investment executive associated with 
American Express, Fourteen Research 
and Cannell & Co. Strong remembers 
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Gottesman as “one of the toughest and 
nicest friends I ever had. He was very 
decisive but also very appreciative of our 
friendship.” Goldberg remembers that “the 
best thing Sandy ever did for me was to 
introduce me to my wife, Thelma... He 
was one of my best friends. I respected his 
judgment in all aspects... He was the salt 
of the earth.” 

When he graduated from Harvard Busi- 
ness School, Gottesman joined Hallgarten 
& Co., an old-line investment bank that 
was part of the circle of prominent Jewish 
firms known as “Our Crowd.” 


Meeting Warren Buffett 


In a rare public interview for the HBO 
documentary Becoming Warren Buffett, 
Gottesman recalled: 


I started to hear about Warren. And 
Bill Ruane was in the class before 
me [HBS 1949] and was a very good 
friend of Rick Cunniff, who was in my 
class [HBS 1950] and a good friend 
of mine. So, we had lunch and it was 
probably in the early ’6os and Bill said 
to me, ‘You know, you buy the same 
stocks as a friend of mine, Warren 
Buffett, who I met at Columbia. You 
gotta meet him.’ So, Bill arranged 
lunch with Warren and that was my 
first exposure. And then, coinciden- 
tally, a client of mine [David Strassler] 
who was working with Warren on the 
sale of Dempster, said to me, “This guy 
is coming up, and he’s the brightest 
guy we've met, and let’s all play golf 
together.’ So I went up and I played 
golf in Westport with Warren. From 
then on it was a complete bromance. 


In an interview for this article, Buf- 
fett added color to this story. He said he 
was driving up to play golf with Stras- 
sler and Gottesman when he stopped to 
refuel his car and wrenched his back. He 
thought about canceling the event but 
decided to keep going to honor his com- 
mitment. “When I met Sandy, we hit it off 
instantly,” he recalled. 

And their relationship continued to 
grow over time. Gottesman stated in an 
interview for Becoming Warren Buffett that 
“every Sunday night after I worked like hell 
during the week, I would call Warren with 
all my best ideas... Every idea I batted up 
to Warren. It was like getting the Good 
Housekeeping seal of approval, particularly 


if he was going to buy some.” 

His weekly telephone calls became reg- 
ular weekend flights to Omaha to share 
ideas and potential deals. Buffett recalled 
that on one weekend trip, “Sandy arrived 
about 4 P.M. at my office and we talked 
nonstop together until 2 a.m. When we 
finally decided to leave, we discovered that 
we were locked in the building by a gate. 
We had to call security, who eventually 
came and let us out.” 


In his interview for the HBO documen- 
tary, Gottesman stated that “in the late 
60s, Warren was not so interested in 
stocks anymore. I called him up and sug- 
gested he buy something that belonged to 
my wife’s family, and it was a department 
store in Baltimore [Hochschild Kohn]. 
Warren and Charlie [Munger] flew in, 
because this was a fairly big deal at the 
time, and it was the number one depart- 
ment store in Baltimore. Within 24 hours 
he made up his mind that the price was 
right, and he would buy.” 

Buffett created a new company, Diversi- 
fied Retailing, owned 80% by the Buffett 
Partnership, 10% by First Manhattan (Got- 
tesman’s company) and 10% by Wheeler 
Munger (Munger’s fund). They met with 
the loan officer of First National Bank 
of Maryland to request a $6 million loan 
for Diversified to finance the purchase of 
Hochschild Klein. Buffett recalled that the 
loan officer was very reluctant to make 
the loan, so he told him they would just 
get it from another bank. The loan officer 
changed his mind and made the loan. 

A year later, Buffett had second thoughts. 
The retail business was very competitive, 
and even though the department store was 
profitable, it kept expanding and putting 
money back into new branches. Accord- 
ing to Gottesman, Buffett told him, “T like 
businesses that throw off cash. I don’t like 
businesses that eat a lot of cash. Why don’t 
you think about selling it?” And he did. 
Buffett said, “Sandy bailed us out of a los- 
ing proposition.” There were four depart- 
ment stores, including Hochschild Kohn, 
in the center of Baltimore. The profitability 
of all these stores deteriorated over time. 

Instead of closing Diversified Retail- 
ing, Buffett used the cash from the sale 
of Hochschild Kohn to invest in other 
businesses, including Columbia Insurance, 
Associated Retail Stores, Reinsurance Corp 


of Nebraska, Blue Chip Stamps (controlled 
by Munger) and Berkshire Hathaway, in a 
complicated maze of crossholdings. Even- 
tually, in 1977, Buffett merged Diversified 
Retailing into Berkshire Hathaway in a 
stock swap. That is how Gottesman became 
a shareholder of Berkshire Hathaway. He 
held on to his holdings and added more, 
letting the shares compound exponentially 
over time into billions. By March 2021, Got- 
tesman had a monetary interest in 6,402 
class A voting shares worth $2.4 billion. 

Buffett recently wrote a dedication to 
Gottesman in Larry Cunningham’s eighth 
edition of The Essays of Warren Buffett. 
Referring to the Diversified Retailing era, 
he wrote, “Sandy, Charlie Munger and 
I became financial partners in 1966... 
During the next 56 years we remained 
partners in various ways.” He and Gottes- 
man “never had an argument of any sort 
between the two of us. Even more remark- 
able, Sandy never privately said anything 
to me about Charlie [Munger] that was 
negative and the same is true with Char- 
lie when he talked with me about Sandy. 
It’s difficult to think of a marriage about 
which a similar statement could be made, 
as well as most business relationships.” 

At the 1994 Berkshire Hathaway annual 
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meeting, Gottesman took the microphone 

during the Q&A session and shared a 

touching tribute on behalf of Berkshire 

shareholders worldwide. He made the fol- 

lowing points: 

¢ Berkshire stands unique in American 
business as a company whose name has 
become synonymous with management 
excellence. 


e Unlike many American corporations, 
we, as stockholders, don’t have to worry 
about reorganizations, large write-offs, 
massive restructurings, overstated earn- 
ings and overpaid executives with stra- 
tegic visions. 

e Instead, year in and year out, we enjoy 
the benefits of the common sense and 
brilliance of Charlie and Warren. 


e It’s easy to take such consistently out- 
standing results for granted, but we in 
this room are the direct beneficiaries 
of their efforts. By our presence here 
today, we show our appreciation to 
them for their exceptional performance. 


This was one of the few public state- 
ments Gottesman made during his career. 
Buffett then quipped: “Thank you. That 
was Sandy Gottesman. We’ve worked 
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The Buffett Group in 1969. Sandy Gottesman is standing to the right of 


Benjamin Graham and Warren Buffett, and to the left of Charlie Munger. 
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together for 30-odd years—and he’s finally 
got that down.” Gottesman was elected to 
the Berkshire Hathaway Board of Direc- 
tors in 2004 and served until 2021. 


First Manhattan 


By 1964, after 14 years at Hallgarten, Got- 
tesman decided he wanted to set up his 
own company. As quoted in First Manhat- 
tan Co.: A Personal History: 


I had become disenchanted with the 
way things were going at Hallgarten... 
Frits Markus had a small clearing 
firm and was interested in bringing 
in some new blood. Frits had spoken 
with my friend, Richard Abrons, who 
was then at Loeb Rhoades. Richard 
and I discussed the possibility of join- 
ing Frits, and these discussions led to 
a formal agreement. 


We agreed that Frits and I would 
be co-managing partners. Other part- 
ners included Abrons, Herman Stone, 
Hugo Van Itallie, and John Wallace. 
After much thought, we selected the 
name First Manhattan. Our reason 
was that we wanted the partners to 
bring in most of the business and, 
therefore, did not want to slight any- 
one. Prior to moving ahead with actual 
steps to form a firm, I gave much 
thought to my goals and the steps 
needed to reach them. To help clarify 
my thinking, I wrote them down: 


¢ Provide a good living in a collegial 
atmosphere. 


¢ Start with a high-quality commission 
business generating enough income 
to cover costs and provide for future 
growth. 


e Create a strong research department 
capable of identifying profitable situ- 
ations in which to invest our own 
and client funds. 


e Avoid undue risks. 
¢ Build a strong organization. 


e Earn a reputation for excellence. 


First Manhattan originally sought out 
companies that were good investments for 
a three-to-five-year period, though Gottes- 
man noted that “some of my better research 
ideas, including Berkshire Hathaway, have 
been held for much longer. Clients, of 
course, have profited immensely through 


the compounding of their accounts on a 
tax-free basis over a long period.” 

Gottesman recalled one humorous 
example of venturing outside of basic 
research: 


In 1968, we retained Arthur Burns, 
a distinguished economist, who had 
been on President Eisenhower’s 
Council of Economic Advisors... To 
take advantage of his wisdom and 
global contacts, we embarked on a 
series of monthly meetings, to which 
we invited a select group of clients. 
One such gathering was unforgettable. 
On a Friday afternoon, Dr. Burns had 
just returned from a trip to London, 
where he had interviewed the head of 
the Bank of England and various other 
notable banking officials charged with 
setting Britain’s economic policy. In 
reporting to us, Dr. Burns said that 
he studied the situation and was con- 
fident there would be no devaluation 
for at least another year. On Mon- 
day morning, the Bank of England 
announced that it was devaluing the 
pound. We learned from that experi- 
ence that even a well-informed econo- 
mist with good connections is some- 
times right and sometimes wrong... 
The best approach to investing, we 
have found, is a careful hands-on look 
at one company at a time and thor- 
ough knowledge of its fundamentals. 


First Manhattan initially operated as a 
broker and underwriter serving institu- 
tional clients, but it transitioned into an 
investment manager operating with the 
same philosophy as Buffett. Gottesman 
affirmed that, “Looking back on 40 years 
of operation, I am grateful that through 
a combination of foresight and good for- 
tune we achieved our original objectives.” 
To this day, First Manhattan research 
remains fundamental, avoids fashions and 
is long term-oriented and risk averse. 

In 1969, Buffett decided to liquidate the 
Buffett Partnership. The Dow Jones Indus- 
trial Average was trading at an all-time 
high of 1,000, and there were no bargains 
to be found. He advised his clients to invest 
the proceeds of their holdings in either 
First Manhattan or Ruane, Cunniff and 
Stires. In an interview for Alice Schroeder’s 
book, The Snowball, he recalled, “I recom- 
mended two people to the partners whom 
I knew were exceptionally good and excep- 
tionally honest: Sandy Gottesman and Bill 
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Ruane... I not only know their results, but 
I know how they'd accomplished their 
results, which was terribly important.” 

Many of the big partners chose to go 
to Gottesman at First Manhattan. Buffett 
formally recommended Ruane in his 1969 
partnership letter. Ruane was leaving Kid- 
der, Peabody to set up his own investment 
advisory firm (Ruane, Cunniff and Stires) 
with two partners—Rick Cunniff, Sandy’s 
classmate at HBS, and Sidney Stires. Ruane 
would go on to create the Sequoia Fund to 
serve many of Buffett’s smaller partners. 

Both Gottesman and Ruane produced 
stellar returns for Buffett’s partners. Ruane’s 
Sequoia Fund became the top-performing 
mutual fund, earning 17% per year over 
the next 31 years. (First Manhattan’s cli- 
ent assets were held in individual accounts 
rather than commingled in a mutual fund, 
so there is no comparable public record 
available.) The investment returns of both 
First Manhattan and the Sequoia Fund were 
significantly boosted by their large holdings 
of Berkshire Hathaway stock over the ensu- 
ing decades. Berkshire Hathaway's stock 
price has grown at a compounded annual 
growth rate of 19.7% per year for 57 years. 

Tom Russo, the founder of Gardner, 
Russo & Quinn, remembers that when he 
was an analyst at Ruane, Cunniff & Stires 
in the 1980s, the portfolio managers and 
analysts maintained a very cordial rela- 
tionship with their counterparts at First 
Manhattan, sharing conversations about 
the market on an informal basis. He also 
remembers that Gottesman assembled an 
eclectic group of opinionated specialists 
in a variety of sectors and disciplines, 
including arbitrage, who managed client 
portfolios and advised on investing the 
firm’s capital. Russo also remembers Got- 
tesman as being very frugal, taking the bus 
from Wall Street to his apartment uptown. 
“Sandy was an inspiration, always operat- 
ing his company quietly, and with great 
patience in holding investments.” 

As of March 31, 2023, First Manhat- 
tan managed $26 billion. The largest 
investments were Berkshire Hathaway, 
Microsoft and Apple. The top 10 holdings 
accounted for 59% of total assets. 


Ruth Gottesman 


Ruth Levy was born in 1930 and grew up 
in Baltimore. Her father, Lester Levy, was 
vice president of M.S. Levy & Sons, a man- 
ufacturer of men’s hats. His grandfather 


Ruth Gottesman 
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Sandy and Ruth Gottesman 


had founded the company in 1874. The 
family of Ruth’s mother, Eleanor Kohn, 
owned the Hochschild Kohn department 
store mentioned earlier. 

Ruth and Sandy met the summer before 
she was to start at Mount Holyoke Col- 
lege, as he was entering Harvard Busi- 
ness School. They married in 1950, after 
Sandy graduated. She completed her 
college education at Barnard College of 
Columbia University. The couple moved 
to Scarsdale, New York, where their three 
children—Robert, Alice and William— 
could attend public schools. Sandy went 
to work on Wall Street at Hallgarten & 
Co. and Ruth enrolled at Teachers Col- 
lege of Columbia University. She earned 
her master’s degree and then her doctoral 
degree in educational psychology. She 
later served on the Board of Trustees of 
Teachers College from 1989 to 2018. 

In 1968, Ruth joined the Children’s Eval- 
uation and Rehabilitation Center (CERC) 
at the Albert Einstein College of Medicine, 
where she built a program to help children 
with learning disabilities. Ruth worked as a 
clinician, as well as an educator, developing 
training programs for health profession- 
als, educators and physicians who work 
with children with learning disabilities. 
In 1992, she became director of the Fisher 
Landau Center, which, according to their 
website, “coordinates all CERC activities 
in the treatment of learning disabilities in 


children, adolescents and adults.” 

Ruth served on the faculty of the Albert 
Einstein Medical School for 32 years and 
now holds the title of clinical professor 
of pediatrics emerita. In 2002, she was 
elected to the Albert Einstein College of 
Medicine’s Board of Trustees, served as 
chair from 2007 to 2014 and was re-elected 
chair in 2021. She recalls that on the day 
when she was awarded her EdD degree 
from Teachers College, Sandy answered a 
phone call at home asking for Dr. Gottes- 
man. He replied that Dr. Gottesman was 
busy washing the dishes. 

After Sandy met Warren Buffett, he 
introduced Ruth to Warren’s wife, Susie. 
Sandy remembered, “One of the reasons 
we became close friends at the time was 
that Susie met my wife and she loved my 
wife, and [Ruth] loved Susie.” Ruth played 
the piano and Susie was an accomplished 
singer; over the years, Ruth wrote many 
songs for Susie to sing at parties for the Buf- 
fetts’ large group of friends, known as the 
Buffett Group. Ruth remembers, “Susie was 
a healer... She reached out to everyone she 
met to try to help them... She was the clos- 
est thing to being a saint—a happy saint.” 


Travels with Buffett 


The Buffett Group of friends got together 
every two years at a different resort. Ruth 
remembers that during a meeting in Sun 


Valley, Sandy received a call from his 
office that one of his employees had mis- 
led their client about the value of their 
portfolio in order to avoid showing a loss. 
Sandy fired him on the spot. “He was 
straight as an arrow and knew right from 
wrong,” Ruth told me. 

Each year, after the Berkshire Hathaway 
annual meeting, Susie and Warren Buffett 
would travel to New York to reconnect 
with their friends there. In welcome, Sandy 
and Ruth Gottesman would host a tradi- 
tional dinner party at their home every year 
until Susie passed away in 2004. Buffett 
recalls that on these trips to New York, he 
and Susie would stay at the Plaza Hotel for 
a few days and then visit the Gottesmans 
at their home in Rye, New York. He recalls 
they had an extension on their home which 
became known as “Buffett's Hut.” 

Sandy’s favorite sport was swimming. 
In fact, he had a large swimming pool at 
his home. One of his partners jested that 
whenever Sandy jumped into a pool, he 
would come out with two new clients. This 
would not be surprising for a whale of a 
value investor. 

Sandy also enjoyed playing golf with 
Warren. “We had a group of eight of us 
that would go out to the West Coast and 
play golf at Pebble Beach and three other 
courses over a four-day period,” Sandy 
remembered. “One thing that Warren 
does is he brings everybody together and 
he shares everybody. He doesn’t keep any- 
one to himself. So, all of Warren’s friends, 
I got to meet early in the game. Murphy 
[Tom Murphy, Cap Cities ABC], Burke 
[Jim Burke, Johnson & Johnson]...the 
Loomises [Carol Loomis and her husband 
John]—all came out of being involved with 
Warren. It’s been a wonderful experience.” 


Philanthropy 


The Gottesman family has a long tradition 
of philanthropy. It began with Sandy’s 
grandfather, Mendel, and continued with 
his parents, Benjamin and Esther, who 
supported Jewish educational institutions 
in the United States and Israel and also 
Hadassah, the Women’s Zionist Organi- 
zation. Building on this family tradition, 
in 1965 Sandy and his brother Milton 
created the Gottesman Fund. During his 
life, Sandy was a generous donor to many 
Jewish and secular institutions. His most 
noteworthy philanthropic gifts focus on 


www.MoAF.org | Fall 2023 | FINANCIAL HISTORY 27 


Ruth Gottesman 


Left to Right: Debbie Bosanek (assistant to Warren Buffett), 
Sandy Gottesman, Warren Buffett and Ruth Gottesman. 


civic improvement projects, education 
and health, both in the United States and 
Israel. Among them are the following: 


¢ The Gottesman Family Israel Aquarium 
in Jerusalem. This is Israel’s first aquar- 
ium and focuses on the preservation of 
aquatic habitats and the environment 
in Israel. 


¢ The American Museum of Natural His- 
tory. Sandy was a trustee for 30 years 
and a major benefactor. The Hall of 
Planet Earth and the Research Library 
and Learning Center both bear the 
names David S. and Ruth L. Gottesman. 


¢ The National Library of Israel. Sandy 
enthusiastically joined the government 
of Israel and the Rothschild family 
through their Yad Hanadiv Founda- 
tion to help build the new home of 
the National Library of Israel, that, in 
his words, “would allow the National 
Library to take its place among the great 
libraries of the world.” 


e The Gottesman Pool and Rink, part of 
the Harlem Meer Center Restoration. 
This is the most significant and complex 
project ever undertaken by the Central 
Park Conservancy; it will transform the 
Rink and Pool site at the north end of 


Central Park as a vital resource for the 
surrounding community. 


¢ Mount Sinai Hospital. Sandy was a loyal 
trustee and benefactor for more than 
30 years, supporting a host of projects. 
The most recent gift was to establish the 
David S. and Ruth L. Gottesman Center 
for Headache Treatment and Transla- 
tional Research. 


e Albert Einstein College of Medicine. 
The Ruth L. and David S. Gottesman 
Institute for Stem Cell Biology and 
Regenerative Medicine is one of the 
many gifts he and Ruth made to the 
medical college. 


It is interesting to note that Buffett said 
he first learned about Gottesman’s philan- 
thropy in Israel during a 2005 trip there 
to explore investment opportunities with 
him and Munger. “T had no idea...Sandy 
never mentioned it,” he said. The whale 
was hiding below the surface. 


Legacy 


Upon Gottesman’s death in 2022, First Man- 
hattan. posted this testimonial, “Remem- 
bering Our Founder,” on its website: 
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It is with heavy hearts that we share 
the news of the passing of our 
founder David Sanford ‘Sandy’ Got- 
tesman on September 28, 2022, at age 
96. He made an immeasurable and 
lasting impact as a husband, father, 
businessman, investor, mentor and 
philanthropist. 


Sandy was the visionary behind First 
Manhattan and an extraordinary 
leader of the firm. Beyond his invest- 
ing acumen, Sandy was known for 
his integrity, intellectual curiosity 
and his extensive philanthropy. His 
ability to mentor those around him 
to professional and personal excel- 
lence and his commitment to the 
highest ethical standards forged the 
culture on which First Manhattan 
prides itself today. $ 


James Russell Kelly is Director of the 
Gabelli Center for Global Security Analy- 
sis and Senior Lecturer in Finance at 
Fordham University. 
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By Robert E. Wright 


AMERICA BECAME PROSPEROUS and popu- 
lous as a direct result of four key “growth 
diamond” institutions: a limited govern- 
ment that begat a modern financial sector, 
an open access system of entrepreneur- 
ship and social innovation, and effective 
management of large organizations, both 
for- and non-profit. Although time and 
culture specific in their details, in their 
broad outlines the four institutions of “the 
growth diamond” have proven themselves 
both necessary and sufficient causes of 
economic growth, defined as sustained 
increases in inflation-adjusted per capita 
output. Every nation in the world today 
that enjoys a high level of per capita 
income (save for the transient riches of a 
few oil producers) has a growth diamond, 
and no nation with growth diamond insti- 
tutions is impoverished. No other path to 


“Scene at the Signing of the Constitution 
of the United States,’ oil on canvas painting 
by Howard Chandler Christy. 
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high per capita income, a prerequisite to 
human flourishing, appears to exist. 
Improving health and/or education has 
been tried repeatedly in different contexts 
but has always failed to spark sustained 
growth. Granting money, even entire, fully 
operational factories, has only proven an 
effective way of keeping recipient peoples 
impoverished. Only governments that 
consistently protect human rights, and 
foremost the rights to life, liberty and 
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property, stimulate growth and develop- 
ment. Governments may attempt to do 
more. They may impose import substitu- 
tion policies, for example. But their extra 
efforts are uncorrelated with long-run 
growth. They may even hurt their nations’ 
economic prospects. 

Perhaps the clearest and most concise 
view of limited government ever published 
was the 1850 pamphlet, “The Law,” written 
by French political economist Frederic 


29 


French political economist Frederic Bastiat 
noted, “All the measures of the law should 
protect property and punish plunder’ 


Bastiat from his deathbed. “Life, liberty, 
and property,” he explained, “do not exist 
because men have made laws. On the con- 
trary, it was the fact that life, liberty, and 
property existed beforehand that caused 
men to make laws in the first place.” 
“All the measures of the law,” he noted, 
“should protect property and punish plun- 
der.” This is a point on which one would 
think there would be universal agreement. 
Alas, many laws remain simply a form of 
“lawful plunder” that “takes property from 
one person and gives it to another.” 

Bastiat classified as legal plunder any law 
that “benefits one citizen at the expense of 
another by doing what the citizen himself 
cannot do without committing a crime.” 
Slavery and tariffs were especially glaring 
cases but other examples abounded. Bas- 
tiat’s views were widely held by America’s 
founders. The founders were essentially 
the world’s first development economists, 
though none put matters quite as suc- 
cinctly as Bastiat did. Of course, Bastiat 
wrote well after the founding of the Amer- 
ican republic, so the economic develop- 
ment views of America’s founders remain 
best characterized as Smithian, as exem- 
plified by the head quote. In other words, 
economic growth will occur as a matter of 
course whenever and wherever govern- 
ments remain limited. Where govern- 
ments are non-predatory and follow good 
policies, such as not burdening people 
with excessive warfare or taxation, and 
providing adequate courts of justice, suc- 
cess is sure to follow. 

Natural resource endowments were 
clearly secondary in Smith’s view. As he 


Portrait of Secretary of the Treasury Albert 
Gallatin, by Gilbert Stuart, circa 1803. Gallatin 
shared Adam Smith's belief that “laws and 
institutions” were the key factors in determining 
income levels, not natural resource endowments. 


explained in his 1776 opus, An Inquiry 
into the Nature and Causes of the Wealth 
of Nations, “China seems to have been 
long stationary and had probably long ago 
acquired that full complement of riches 
which is consistent with the nature of its 
laws and institutions. But this comple- 
ment,” he added, “may be much inferior 
to what, with other laws and institutions, 
the nature of its soil, climate, and situation 
might admit of.” Smith knew that “laws 
and institutions” were the key factors in 
determining income levels, not natural 
resource endowments. 

Smith’s model was shared by Albert 
Gallatin, the new nation’s Treasury Secre- 
tary from 1801 until 1814. Gallatin wrote in 
1831 that “the increased wealth and pros- 
perity of Europe and America are the cause, 
and not the effect, of the increased amount 
in value of gold and silver, which they now 
possess. The causes of that great increase 
of wealth, are not to be found in the fer- 
tility of the mines of America, but in the 
general progress of knowledge, skill, and 
every species of industry, in the consequent 
improvement of governments, laws, and 
habits, in all that constitutes civilization.” 

Prosperity ultimately must stem from 
people working longer, harder and/or 
smarter. Prosperity therefore began with 
limited government, and not with gran- 
diose economic plans, tariffs, tax breaks 
or other specific economic policies. The 
nation’s founders knew that the one key 
public good was protection of the insepa- 
rable triad of life, liberty and “property 
of every sort” and that covered all three 
components of the triad because every 
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man “has a property very dear to him in 
the safety and liberty of his person.” 
America’s founders spent the final 
quarter of the 18th century struggling 
to understand what type of government 
would best protect the triad and then 
establishing it on as permanent a basis as 
possible. Thankfully, they were intelligent 
enough to realize that money spent volun- 
tarily was not money wasted, but rather 
resources committed to achieve outcomes 
that donors wanted to see. Some lament 
that such monies could have been spent 
building more factories or railroads. There 
is more to life than making and transport- 
ing physical things. Donors and recipients 
were both better off for having traded. 


Growth Diamond 
Institutions Established 


Establishing a good government proved a 
difficult undertaking from the start because 
about one third of Americans remained 
unmoved by the long train of British abuses 
delineated in the Declaration of Indepen- 
dence. Another third remained content to 
sit out the discussion and, to the extent pos- 
sible, the war that followed. The remaining 
third, however, were adamant that neither 
the King nor Parliament adequately pro- 
tected the colonists’ lives, liberties or prop- 
erty and followed political theorist John 
Locke in the belief that such failure was 
sufficient justification to erect a new gov- 
ernment, as Locke put it, “by the change of 
Persons, or Form, or both as they shall find 
it most for their safety and good.” 

Patriots believed, as Alexander Ham- 
ilton wrote in 1775, that “the origin of all 
civil government, justly established must 
be a voluntary compact, between the rul- 
ers and the ruled; and must be liable to 
such limitations, as are necessary for the 
security of the absolute rights of the lat- 
ter.” They also clearly perceived that the 
British government had not protected the 
colonists’ absolute right to the triad of life, 
liberty and property. In 1785, for example, 
some inhabitants of Lunenberg County, 
Virginia recalled that “When the British 
Parliament usurp’d a right to Dispose of 
our Property, it was not the Matter, but 
the Manner adopted for that purpose, that 
alarm’d us; as it tended to establish a prin- 
ciple which might one day prove fatal to 
our rights of Property.” It was necessary, 
“in order therefore to fix a Tenure in our 
property on a Basis of Security not to be 


shaken in future,” to dissolve the “union 
with our parent Country.” 

In fact, the rights triad of many of the 
most ardent patriots had been signifi- 
cantly and negatively influenced by Brit- 
ish imperial policies following the French 
and Indian War. One of those patriots 
was John Morton, a Pennsylvanian of 
Swedish-Finnish descent, and a signer of 
the Declaration of Independence. During 
his stint as Chester County sheriff from 
1766 to 1769, Morton was forced to auc- 
tion the homes, businesses and lands of 
his neighbors whose mortgages were fore- 
closed upon, and to imprison those whose 
debts remained unsatisfied. Those duties 
did not sit well with him because the fore- 
closures were caused not by his neighbors’ 
profligacy, or even their bad judgment, 
but by British macroeconomic policies. 
The backstory is a little involved but key 
to understanding why men like Morton 
eventually concluded that the British gov- 
ernment was not adequately protecting 
colonists’ lives, liberties or properties and 
hence had to be replaced. 

During the French and Indian War, real 
estate prices in the older, more densely 
populated parts of the colonies doubled 
and even trebled from their pre-war val- 
ues. After the war, declining real money 
balances depressed business activity and 
hence incomes. The dearth of cash also 
sent interest rates soaring and that sent 
real estate prices spiraling back down 
to, and often below, their pre-war levels. 
Many of the colonists who had purchased 
real estate during the booming wartime 
economy did so by borrowing on bond 
or mortgage for a year or two, as was the 
custom for person-to-person loans at the 
time. When their debts came due, most 
had difficulty paying the principal because 
of the depressed economy and found it 
impossible to refinance because interest 
rates had increased so much and their col- 
lateral had lost so much value. 

It was not the real estate bubble or even 
the consequent recession per se that radi- 
calized colonists like Morton, who would 
have blamed the calamity on individual 
greed and miscalculation had the response 
to the crisis by British policymakers not 
been so palpably callous and ineffectual. 
Under normal circumstances, Morton 
could execute writs like fieri facias, vendi- 
cione exponas and levari facias (which in 
Pennsylvania was used to sell mortgaged 
lands at auction for the benefit of the 
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Portrait of political theorist John Locke, by 
Sir Godfrey Kneller, 1697. Locke believed that 
neither the King nor Parliament adequately 
protected the colonists lives, liberties or 
property, and that such failure was sufficient 
justification to erect a new government. 


lender) with a clear conscience and even a 
good deal of pride at providing a Smithian 
administration of justice. Poor debtors, 
after all, were generally believed to be at 
fault for their miserable condition. 

But what Morton and other sheriffs 
had to do in the latter half of the 1760s 
was nothing short of sinister. Most debt- 
ors could and would have paid their just 
debts if the authorities in London had not 
injured an economy already reeling from 
an end-of-the-war recession and credit 
crisis by introducing new taxes payable 
in scarce gold and silver, preventing the 
importation of more specie by greatly 
ramping up trade restrictions, prevent- 
ing colonial legislatures from issuing new 
bills of credit (paper money) and blocking 
entrepreneurs from forming commercial 
banks. Many colonists felt that the imple- 
mentation of such economically damag- 
ing policies abrogated the social contract 
between the Mother Country and the 
colonies. As editorialist “A Lover of Penn- 
sylvania” told the Pennsylvania Chronicle 
in January 1768: 


The burthens of the late war, have 
greatly enhanced our debts, and we 
are deprived of the means of satisfy- 
ing those debts, by the late regulations 
on our trade; restricting our iron and 
some other manufactures; prohibit- 
ing our making paper money, and 
laying duties on other articles we 
cannot well do without. And I would 
now ask, in the softest and tenderest 
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Portrait of Treasury Secretary Alexander Hamilton, 
by John Trumbull, circa 1804-6. In 1775, Hamilton 
wrote that “the origin of all civil government, 
justly established must be a voluntary compact, 
between the rulers and the ruled; and must be 
liable to such limitations, as are necessary for 
the security of the absolute rights of the latter.’ 


manner, is it not unparent-like? Is it 
not unnatural? It is not inhuman? Is 
it not cruel beyond description? 


“A Lover” was far from alone as the 
newspapers of the era were littered with 
complaints about the devastating effects of 
overly restrictive British macroeconomic 
policies. In late 1767, a writer in the Penn- 
sylvania Chronicle argued that many sher- 
iffs sales were occurring “not for want of 
industry and assuidity...but for want of a 
currency, which it is impossible for him 
to reach.” 

What to do when debtors want to pay 
and could pay if only the government 
would allow the circulation of a sufficient 
quantity of money? Morton enforced the 
writs, as any law-abiding elite would do 
but, in the process, he came to harbor 
deep resentment against the policymakers 
that put him into such a difficult posi- 
tion. He was, after all, the instrument 
that stripped away the real property of 
His Majesty’s subjects in Chester County 
for three years, and with their land many 
colonists also lost their liberty and then 
their lives because debtors were subject to 
imprisonment on harsh terms. 

Conductor Generalis, a handbook for 
Anglo-American public officials, defined 
prison clinically, as a “Place where a Man 
is restrained of his Liberty, to answer an 
Offence done against the Law.” But 18th- 
century debtors’ prisons were so horrid 
that they represented more than a loss of 
liberty because they often led to death. The 


31 


The Metropolitan Museum of Art; Gift of Henry G. Marquand, 1881 


government provided shelter only, not 
food, clothes, heating fuel and so forth, so 
extreme want was common. 

In 1770, for example, seven debtors in 
Manhattan’s “New Gaol” suffered from 
the “Extreamities of Hunger” and longed 
for death rather than remain ina place that 
contemporaries described as a “human 
slaughterhouse” and a “dismal cage.” In 
1767, an Anglican minister described the 
debtors’ prison in Charleston, South Car- 
olina as 12 feet square and jammed with 
16 people. A debtor, he claimed, “would 
be in a better Situation in the French 
Kings Gallies, or the Prisons of Turkey or 
Barbary, than in this dismal place.” Con- 
temporaries wondered aloud at the justice 
of imprisoning people because of a distant 
government’s failed economic policies. 

Eventually, revolution came and with it 
a series of internecine struggles over who 
should rule at home, and how they should 
do so. The states got it right first, creating 
governments that were strong enough to 
adequately protect their citizens’ lives, 
liberty and property from foes foreign and 
domestic, but containing sufficient checks 
and balances to render the rise of tyran- 
nical government unlikely. Some states, 
like Pennsylvania, at first erred by making 
their executives too weak, but later they 
adjusted to the Massachusetts model of 
three mostly equal branches, each with 
its own unique duties but also with the 
power, via vetoes, overrides, constitu- 
tional review and the like, to check venal- 
ity in the other branches if necessary. State 
constitutions also explicitly established 
popular sovereignty by providing at least 
some individual citizens with numerous 
checks against arbitrary power, includ- 
ing the rights to criticize and remonstrate 
against public policies, to vote for public 
officials and, if need be, to overturn the 
government by force of arms. 

It took longer to get the national frame 
of government right. The first frame, the 
Articles of Confederation, was too feeble 
to turn tyrannical but also too weak to 
protect Americans from domestic rebels, 
foreign powers or even Indian incursions. 
Many believed, correctly as it turned out, 
that Americans would not “be secure & 
happy until Congress command implicitly 
both purse & sword.” 

The Constitution ratified in 1788 gave 
Congress command of the purse and 
the President command of the sword. 
In so doing, it created a relatively strong 


Portrait of President George Washington, 
by Gilbert Stuart, circa 1805. In his farewell 
address, Washington deliberately downplayed 
the sectional and cultural differences that 
threatened to enfeeble the new nation. To 
be “American, whether by “birth or choice; 
was to uphold the national government as 
a powerful but beneficent “palladium” of 
Americans’ “political safety and prosperity: 


national government but one, as amended 
by the Bill of Rights, that contained the 
crucial checks and balances against tyran- 
nical predation included in the state 
constitutions. The states themselves also 
served as checks against the national gov- 
ernment, and vice versa. 

The new, federal frame of government 
was far from perfect but it did protect 
the rights triad of a large and growing 
proportion of the population from threats 
both internal and external, and the found- 
ers knew it. As Jefferson wrote in his first 
inaugural, “the General Government in its 
whole constitutional vigor, [w]as the sheet 
anchor of our peace at home and safety 
abroad.” The improvement over the Brit- 
ish system was palpable. “The principles 
of our constitutions and governments and 
laws,” jurist James Wilson claimed in 1791, 
“are materially better than the principles 
of the constitution and government and 
laws of England.” 

The Constitution’s positive effect on the 
economic incentives of white males was 
immediate and profound. In 1790, Massa- 
chusetts hatter Justin Hitchcock noted the 
salubrious “effect of our National Govern- 
ment had upon all classes of people.” From 
widespread confidence in the new regime 
emanated “a new Spring to all kinds of 
business,” including a strong desire among 
farmers to “cultivate their lands under 
a sure prospect of a ready market and 
good price.” Two years later, Philadelphia 
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merchant Tench Coxe argued that build- 
ings and “public works. ..of every kind, and 
of species and values unknown among us 
till the present time, are undertaking every- 
where” due to “our voluntarily imposing 
upon ourselves the wholesome restraints 
of just government.” By 1804, the collec- 
tive wisdom proclaimed, at least according 
to one observer, that “such an increase of 
wealth and splendour, within the recol- 
lection of a single man” as independent 
America enjoyed after implementation of 
the Constitution, “admits but of one com- 
parison in the history of the world.” 

Many foreign observers came to the 
same conclusions. After touring Amer- 
ica and Canada in the early 1820s, for 
example, British aristocrat Edward Derby 
argued “that in commercial prosperity, or 
in rapidity of cultivation and improve- 
ment, Canada can never vie with the 
United States—and in fact, the most 
cursory traveller cannot fail, in passing 
through the two countries, to have many 
opportunities of observing & contrasting 
the universal energy & activity which per- 
vades the latter, and the general supine- 
ness and listlessness in which the other 
appears to be sunk.” 

America was not physically superior to 
Canada as there was, Derby believed, “no 
part of the United States which affords 
a climate and soil superior to the Upper 
Province...or a lighter share of public 
taxes.” What made America better, Derby 
believed, was that “however free the Con- 
stitutions, however mild & equitably 
administered the laws, however light & 
impartial the taxation of a Colony may 
be, it can never excite in the breasts of its 
inhabitants those feelings of warm patri- 
otism and exclusive attachment, which 
belong to the citizens of an independent 
country... There is less temptation to pri- 
vate enterprise & ambition, less employ- 
ment, less circulation of capital, and less 
general activity and animation.” 

Independent America, by contrast, 
evinced “a most satisfactory proof of what 
may be expected in a rising country from 
the energy of a people stimulated only by 
the Certainty of enjoying the return of 
their labour, & unfettered by vexatious 
restrictions.” In more modern parlance, 
Americans rightly expected to enjoy sig- 
nificantly more economic freedom than 
Canadians and other colonists. 

Americans interested in investing in 
the future, by » continued on page 43 


The “Insanity” of the Susan B 


By Eric Brothers 


THIS IS A STORY OF FAILURE—the failure of 
a dollar coin. But this is not a new story. It 
is as old as America itself, for each and every 
$1 coin produced by the United States since 
1794 has been nothing short of an abject 
failure. As the saying goes, “The definition 
of insanity is doing the same thing over and 
over and expecting different results.” 

So, what was the thinking behind the 
creation of the Susan B. Anthony dollar? 
And what about it might have made it a 
success, when no other US dollar coin in 
history had succeeded? 

The Eisenhower dollar coin (1971-1978) 
was a failure as a circulating medium. The 
same size as the erstwhile Morgan and 
Peace dollars, it was cumbersome and 
unpopular with the American public. The 
year 1975 saw the US Mint commission 
the Research Triangle Institute to study 
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coin denominations and alloys, as well 
as coinage system options. The Institute 
suggested a smaller dollar coin, one that 
would be a size in between the quarter and 
half dollar. 


Economic Considerations 


In 1977, the Treasury produced a “State 
of Coinage Report” in which the agency 
pushed for production of a new “mini- 
dollar” coin. Philip E. Coldwell, a Federal 
Reserve Board Governor, testified before a 
House subcommittee: 


The Federal Reserve spent $48 mil- 
lion for printing new currency in fis- 
cal year 1976. Of that $48 million, $28 
million was spent to print nearly two 
billion notes. If all these dollar notes 
were replaced by coins, the Federal 


Anthony Dollar 


Reserve would realize a savings of 
$28 million in printing costs. 


The Treasury Department estimated 
that replacing the bulky Eisenhower dollar 
with the mini-dollar would affect a savings 
of $4.5 million. Even greater savings would 
be achieved by replacing dollar notes with 
a new mini-dollar. The Treasury compared. 
the 15-year approximate service life of a 
dollar coin vis-a-vis the 18-month life of 
a $1 note. Replacing just 20% of the $2.4 
billion worth of outstanding $1 notes with 
a new dollar coin would save another $4.8 
million. 


When Representative Mary Rose Oakar (D-Ohio) 
introduced a bill calling for the portrait of Susan 

B. Anthony on the new dollar coin, a political 
controversy flared up. Pictured is Anthony in 1890. 
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The Eisenhower dollar coin (1971-1978) was a failure as a circulating medium 
with its 38.1 mm diameter. It was cumbersome and unpopular with 


Mint Director Stella Hackel envisioned 
more benefits: 


Coins are faster and easier to handle. 
The automatic merchandising indus- 
try will be able to offer a far wider 
range of products to the American 
consumer. It will broaden the scope 
of the vending machine industry and 
increase efficiency of automated coin 
returns for cashiers. 


Assuming the role of soothsayer, the 
American Bankers’ Association (ABA) 
foreshadowed problems with the new coin. 
A spokesman for the ABA accused the 
government of a “piece-meal approach to 
the nation’s circulating coin and currency 
system.” Bankers believed “there [was] a 
lack of fundamental market research and 
a master plan for the future of the dollar.” 
The ABA had concerns that the Treasury 
had no plan of action to promote circula- 
tion of a new mini-dollar coin, feeling it 
was ill-fated without an aggressive public 
information campaign. They cited the fail- 
ure of the $2 bill in support of this claim. 

The ABA wrote, “There are certain 
long-term business interests which must 
be considered in any coinage change. 
Consumer substitution of dollar coins for 
dollar bills may work well on paper but 
not necessarily in practice. Fiscal respon- 
sibility demands that the Mint carry out 
studies before it changes its coinage.” 

Strong support for the new mini-dollar 


the American public. The issue pictured is the silver 1974-S. 


came from the National Automatic Mer- 
chandising Association (NAMA). Testi- 
mony by NAMA stressed the importance 
for the convenience of millions of con- 
sumers “who inserted close to 10 million 
coins every hour around the clock in 
vending machines in 1976. The proposed 
coin blanks have been tested by industry 
experts at the request of the Bureau of the 
Mint and were found to be satisfactory. 
According to our studies, the lack of pub- 
lic interest in the current [Eisenhower] 
dollar coin is directly attributable to its 
cumbersome size and weight.” 


A Beautiful New Dollar Coin 


After approval of the standard clad metal 
composition, in 1977, US Mint Chief 
Engraver Frank Gasparro set to work pre- 
paring coin models based upon his medal 
for the 1969 American Numismatic Asso- 
ciation (ANA) Convention in Philadel- 
phia. Gasparro crafted a stunning work. 
The obverse featured a bust of Liberty 
modeled on the cent and half cent of 1793, 
while the reverse presented a flying eagle 
suggesting the one upon Augustus Saint- 
Gaudens’ famous double eagle (1907-1933). 

According to a report in Coin World, 
in 2009, Gasparro’s daughter donated her 
father’s collection of notes and sketches 
for the proposed coin to the Smithsonian’s 
National Museum of American History. 
Writes Jeff Stark, “Within that collection 
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US Mint Chief Engraver Frank Gasparro 

holds the plaster model of his Flowing 

Hair Liberty dollar, which was approved 
to replace the Eisenhower dollar. 


appears a newspaper clipping of a fashion 
model wearing an Albert Nippon designer 
suit. With the quick stroke of a pen, Gas- 
parro turned the model’s profile into the 
portrait of a Flowing Hair Liberty, which 
progressed into a final sketch for the coin’s 
obverse.” 

Gasparro’s sketches for the reverse 
design present numerous variations of 
an eagle in flight, busting through rays of 
sunlight in the background. The drawings 
also include 13 stars representing the origi- 
nal colonies. The final design is entitled 
“The Coming of a New Dawn.” 

The Commission of Fine Arts assessed 
the design. In a letter, dated April 29, 1976, 
Commission member J. Carter Brown 
praised Gasparro’s work: 


I believe this would be a superb design 
for United States Coinage, rooted as 
it is in a great tradition, being based 
on the ‘Liberty Cap cent’ of 1794, 
following Augustin Dupré’s Libertas 
Americana medal commemorating 
Saratoga and Yorktown (1777-1781). 


Gasparro’s beautiful Flowing Hair Lib- 
erty design was slated to become the 
new mini-dollar coin. Formally approved 
by the US Commission of Fine Arts, it 
was publicized in the numismatic media 
and became very popular with coin col- 
lectors. However, this exciting new coin 
was doomed by overriding political 
considerations. 


Christina Gasparro Hansen, from the collection of the National Museum of American History 


National Numismatic Collection, National Museum of American History 


Graphite drawing of proposed design 
for a young Susan B. Anthony. This was 
rejected by a grandniece of Anthony, 
who said that it was “too pretty.’ 


Political Controversy 


Coinage designs were traditionally 
selected by the Secretary of the Treasury, 
and the US Mint and the Treasury Depart- 
ment had intended to produce the new 
mini-dollar with Gasparro’s Flowing Hair 
Liberty. However, when Representative 
Mary Rose Oakar (D-Ohio) introduced 
a bill calling for the portrait of Susan B. 
Anthony on the coin, a political contro- 
versy flared up. Oaker argued: 


We have never had the face of a 
woman who actually lived, memo- 
rized on a United States coin. [T]he 
choice of the mythical figure of “Miss 
Liberty” is not an appropriate figure 
to symbolize American womankind 
just as I don’t think Uncle Sam and 
Father Time belong on United States 
coins to represent mankind. 


When introducing the Susan B. 
Anthony Bill, Oakar commended her 
lifelong devotion to the women’s rights 
movement and credited the passage of 
the 19th Amendment of the Constitu- 
tion to her efforts. Among the diverse 
groups that supported Oakar’s bill were 
the League of Women Voters, Daughters 
of the American Revolution, Professional 
Women’s Club and National Organiza- 
tion for Women (NOW). 

Treasury Secretary W. Michael Blumen- 
thal lit into Oakar’s bill: “Although many 
women have made substantial contribu- 
tions to the nation, they’ve all fallen short 
of the presidency. To depart from the past 
precedent of using “Miss Liberty’ would 
surely invite unnecessary controversy.” 


Gasparro's approved drawing 
of an older Susan B. Anthony. 


Protests flooded government offices 
from numismatists who supported the 
Flowing Hair Liberty design. Collectors 
argued that Gasparro’s masterly design 
should be recognized—and indeed be 
upon the new mini-dollar coin. One col- 
lector summarized myriad arguments 
when he wrote: 


Mr. Gasparro’s design is beautiful. I 
firmly believe that such a symbol as 
Liberty does, in fact, represent US 
women and US men. ‘She’ does not 
represent a single issue or cause, as 
some of the actual people suggested 
do; but rather, everything America 
stands for—freedom, justice, peace... 
I would think that the modern Amer- 
ican woman would be proud that 
such ideals would be represented by 
a female figure. 


Despite mounting opposition, Oakar 
introduced the bill to the House Com- 
mittee on Banking, Finance and Urban 
Affairs. On August 22, 1978, the Senate 
passed the bill for a new, reduced size dol- 
lar with the image of Susan B. Anthony 
upon the obverse. No senator dissented. 
The House of Representatives approved 
the bill by a vote of 368 to 38 on September 
26, 1978. 


Designing the Susan B. Anthony Dollar 


Gasparro began working on the Susan 
B. Anthony design in June 1978, even 
before final authorization by Congress. 
He conducted research on Anthony and 
studied six photographs of her. Gasparro’s 


portrait was based mostly upon two of 
those images. Gasparro wrote the below 
comments on November 4, 1991, at the 
request of Q. David Bowers: 


The important question for me that 
stood out in designing the Susan B. 
Anthony dollar was how the public 
would accept my interpretation of 
the great suffragist. 


My first plaster, June 1, 1978, showed 
Susan B. Anthony’s portrait at the 
age of 28. Considering the few pho- 
tographs available, I chose this one. 
This was followed by a rejection by 
Susan B. Anthony, 2nd, a grandniece, 
then living. She stated that I por- 
trayed her as ‘too pretty.’ So I had to 
go back to the ‘drawing board.’ Then, 
the only photograph I could obtain 
was showing her in her very old age. 
I had to ‘toughen’ the features of my 
present model. 


Eventually, after much effort, I ended 
up with a portrait showing Susan B. 
Anthony in her sos, at the height of 
her career. I had to sharpen her fea- 
tures giving her strength of character. 
I kept in mind, to make the coin 
artistic and still prove acceptable to 
the public. 


Debut of Anthony Dollars 


A massive amount of coins was struck in 
anticipation of significant public demand. 
However, after its official release on July 
2, 1979, the Susan B. Anthony (SBA) 
dollar was poorly received, partially due 
to confusion caused by its similar size 
and composition to the quarter. The 
Treasury Department, in concert with 
the Federal Reserve Board, launched a 
$655,000 marketing campaign to educate 
bank employees and the American public 
about the SBA dollar. At the same time, 
the vending machine industry invested 
$100 million to retrofit machines to take 
the new coin. 

Despite these efforts, the SBA coin 
received a devastatingly negative public 
reception. Research shows that in 1979, 
66% of the nation disliked the new coin. 
Even though the Research Triangle Insti- 
tute recommended the new coin be sized 
between the quarter and half dollar, it 
was less than two millimeters in diameter 
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Heritage Auction Galleries via Wikimedia Commons 


A proof example of the 1981-S SBA $1 coin. This coin was 
26.5 mm in diameter vs. the 38.1 mm Eisenhower dollar. 


larger than the quarter—and was minted 
with the same copper-nickel clad compo- 
sition. Therefore, the SBA dollar was often 
confused with the quarter in commerce.’ 
Only days after the release of the new 
coin, criticism began from around the 
country. Some saw it as feminist propa- 
ganda. Newspaper editorials voiced con- 
cerns that it would be easily confused with 
the quarter. This was anticipated to be 
problematic for bar owners, who generally 
work in fast-paced, poorly lit environ- 
ments. In such establishments, owners 
and bartenders simply did not have the 
time to inspect every coin they handled. 
Another criticism was that if the SBA 
dollars were successful in replacing $1 
bills, then deposits of businesses would be 
much heavier to bring to the bank. 
During the months following its release, 
complaints accelerated, with public trans- 
portation and many establishments refus- 
ing to accept them as payment. Another 
complaint was that cash registers did not 
have a space for the SBA coin. The US 
Mint had anticipated the problem with 
cash registers, and they proposed several 
solutions in their promotion materials. 
However, even the brochures from the 
Mint were criticized, with one newspaper 
referring to them as “pulsing puffery.” 


Criticism of SBA Dollar’s Design 


Disapproval of the motif of the SBA dollar 
began shortly after its release and contin- 
ues to this day. Numismatic art scholar 
Cornelius Vermeule writes, “The Susan B. 
Anthony dollar may well have been one of 
the few coins whose public rejection can 


be attributed in some measure to the sheer 
ugliness of its obverse design.” 

Gasparro was quoted in a Numismatic 
News article that the SBA dollar “is the 
biggest thing I’ve ever done. It’s bigger 
than the Eisenhower dollar, or anything 
else P've done, because it’s become part of 
a social movement. This new dollar’s more 
than a coin—it’s an issue.” Even though 
Gasparro said all the politically correct 
things about his coin, it appears that his 
true feelings were quite different. 

“Show us a pretty face!” Gasparro is 
quoted as saying in a May 1996 article 
by Lee F. McKenzie in The Numismatist. 
“The American public doesn’t like an ugly 
face. We are beauty and Hollywood ori- 
ented.” It must be remembered that Gas- 
parro’s great work—more than likely what 
would have been considered his master- 
piece—the Flowing Hair Liberty dollar, 
was thrown aside in favor of the SBA 
dollar. As discussed, an early rendering of 
Anthony by Gasparro was dismissed by a 
relative as being “too pretty.” In essence, 
Anthony’s relative said, “Make her even 
less attractive.” 

During the fall of 1979, ANA President 
George D. Hatie appeared before two 
subcommittees of the House Committee 
on Banking, Finance and Urban Affairs. 
Among the subjects he discussed was the 
SBA dollar. 

He stated, “Public opposition to the 
Susan B. Anthony dollar is substantially 
unanimous for two principal reasons: (a) 
by reason of its size and other attributes, it 
too closely resembles the 25-cent piece... 
and (b) the coin is unattractive.” Hatie 
continued, “In the successful marketing of 
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a new product, an attractive appearance 
is important. Frank Gasparro’s beautiful 
Liberty head design originally submitted 
by the Mint should be placed upon the 
obverse of the smaller-size dollar coin and 
consideration should be given to using 
Mr. Gasparro’s original reverse design.” 

It would have made sense to use Gas- 
parro’s soaring eagle reverse design on the 
SBA coin, and the designer-engraver had 
expected Congress to retain it. However, 
there was a late amendment introduced 
by Senator Jake Garn of Utah to keep 
the Apollo 1 motif that was employed on 
the reverse of the Eisenhower dollar. That 
inspired even more criticism of the design 
of the SBA dollar: the incongruence of 
themes upon it. What on Earth did Susan 
B. Anthony—who died in 1906—have to do 
with the Apollo 1 moon landing of 1969? 


Goodbye, Susan B. Anthony! 


In anticipation of widespread consumer 
demand, the US mints in Philadelphia, 
Denver and San Francisco had produced 
a total of 757,813,744 SBA dollars that car- 
ried the date 1979. There was low demand 
for them through 1980, which saw a total 
mintage of 89,660,708 pieces from the 
three national mints. Because of its con- 
tinuing unpopularity, production of the 
SBA coins for circulation was halted. The 
year 1981 saw mintage of 9,742,000 coins 
produced solely for the collector mar- 
ket. After production ended, there was 
a surplus of approximately 520,000,000 
coins. If the Treasury melted them, it 
would have cost the government money. 
It cost around two cents to produce each 
coin, and the remaining 98 cents earned 
from seignorage was applied toward the 
national debt. Therefore, the massive sur- 
plus was stored in government vaults, to 
be distributed as needed later on. 


The Resurrection of Susan B. Anthony 


“The Susan B. Anthony dollar just won’t 
die,” begins a 1989 report found in the 
United Press International (UPI) archives. 

The coins that carried her stern likeness 
began to leave their metaphorical coffins 
beginning in 1984. That was the year the 
Baltimore Metro Subway opened—and 
used the small dollar coins for purchase 
of tickets. Then the United States Postal 
Service began to install stamp dispensing 
machines that took the SBA dollar coins. 


Following their lead, more vending busi- 
nesses retrofit their machines for the small 
dollar coin. 

According to an ironic 1984 report in 
Vanity Fair, the most frequent users of SBA 
dollars were patrons at pornographic peep 
shows who dropped the coins into slots to 
see the X-rated shows. 

“Patrons—often not a feminist sympa- 
thizer among them—happily hand over 
foldable dollars for handfuls of the coins,” 
reported Vanity Fair. “One Anthony 
dollar dropped in a coin box will elec- 
trically pull back a curtain to reveal a 
naked woman behind a glass partition 
and activate a telephone link so they can 
talk. Patrons usually make requests of the 
women, who, working on commission, 
tend to be as cooperative and encouraging 
as the circumstances allow.” 

Throughout the Northeast, according 
to the 1989 UPI account, several rail- 
ways installed automatic ticket vend- 
ing machines that dispensed tens of 
thousands of SBA dollars weekly. They 
included Metro-North, New Jersey Tran- 
sit, the Long Island Railroad (LIRR) and 
PATH in metropolitan New York and 
SEPTA in Philadelphia. The LIRR dis- 
pensed around 30,000 SBA dollars each 
week, while Metro-North dispensed about 
10,000 and New Jersey Transit about 
4,000. The extensive use of SBA coins in 
these machines was due to technologi- 
cal limitations at the time. The machines 
could accept dollar bills, but they were 
unable to give them back as change. 

By 1999, more than 15 million mass 
transit and vending machines accepted 
SBA dollars. The coins were not found 
in general circulation, but they were very 
successful in machines that accepted and 
dispensed coins. The result was that the 
hundreds of millions of coins in govern- 
ment vaults made their way to millions 
upon millions of American consumers. 

The Sacagawea “golden” dollar had been 
previously authorized to begin production 
in 2000. However, the Treasury Depart- 
ment—dquite ironically—was running out 
of SBA dollars to drop in the slots of 
those millions of mass transit and vending 
machines around the United States. To 
that end, the SBA dollar made an unex- 
pected comeback upon the economic and 
numismatic front to the tune of 41,368,000 
business strike coins dated 1999. 

The SBA dollar—long considered 
a great failure as an instrument of 


commerce—actually found a successful 
niche in the nation’s transit and vending 
machine industries. In the end, the much 
maligned, ugly duckling turned into a 
swan after all. $ 


Eric Brothers has been a frequent con- 
tributor to The Numismatist, the pub- 
lication of the American Numismatic 
Association (ANA), since 2006. Several 
of his articles have covered financial his- 
tory, including “Alexander Hamilton and 
the Panic of 1792” (January 2021). He also 
writes for ANS Magazine, a publication 
of the American Numismatic Society in 
New York. This is his fifth article for 
Financial History. 


Note 


1. This author, who lived in New York’s East 
Village in 1979, vividly recalls going to 
the Kiev Restaurant on Second Avenue 
and receiving handfuls of SBA dollars as 
change instead of quarters. 
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Developing the American 
System of Manufacturing 


By Michael A. Martorelli 


IN ARTICULATING HIS VISION for a second 
term, President Joseph Biden continues 
to emphasize his efforts at revitalizing the 
country’s manufacturing base. He fondly 
recalls the strength of many industries 
that led the world in producing high- 
quality products in the post-World War 
II years. It is not clear whether he or 
his advisors fully appreciate the story of 


Eli Terry clock (left) and clock mechanism (right), 
drawn in 1940 by Herman O. Stroh. 


how individuals and companies developed 
what came to be known as the American 
System of Manufacturing (ASM). The key 
elements of that concept were the use 
of specialized machinery to make parts 
of manufactured goods and new policies 
regarding the division of labor. Incorpo- 
rating these features enabled manufactur- 
ers to fashion end products assembled 
with interchangeable parts. 

The ASM did not spring up spontane- 
ously. It evolved unevenly over many 
decades thanks to the efforts of entre- 
preneurial inventors and mechanics. Its 
development during the early- to mid-19th 
century is best told through the stories of a 
selection of products whose makers most 
effectively used its elements. 
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Clocks 


Clockmakers were the first craftsmen to 
adopt the ideas that characterized the 
ASM. In 1786, Eli Terry started a six-year 
apprenticeship with experienced clock- 
maker Daniel Burnap. By 1795, he was 
ready to open a shop in his home in Plym- 
outh, Connecticut. Like his counterparts, 
Terry laboriously produced the working 
parts of a handful of (mostly) wooden and 
brass clocks each year. (Cabinetmakers 
typically made the clocks’ heavy cases that 
averaged six feet tall, nine inches wide and 
nine inches deep.) 

In 1806, Terry opened a new factory 
that used waterpower to speed produc- 
tion. It included specialized machines 
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that relatively unskilled workers could use 
sequentially to turn pinions, cut gears and 
produce sheet metal templates to ensure 
each internal part was the correct size. 
Using both specialized machines and a 
division of labor that had specific workers 
operating specific machines enabled Terry 
to produce many more clock parts than 
before. Moreover, those wheels, gears, pin- 
ions, arbors and plates were interchange- 
able enough for him to assemble a com- 
pleted clock from a random selection of 
the required parts from any day’s produc- 
tion. By 1809, Terry was able to increase his 
annual output to as many as 4,000 units, 
which he distributed to customers through 
a variety of Yankee peddlers. 

In 1812, Terry began using his tech- 
niques to build a clock movement that fit 
inside a wooden cabinet only 20 inches 
high. Throughout the next few decades, he 
and other clockmakers—many of whom 
had apprenticed under Terry—continued 
to use mechanization and the division of 
labor to produce parts for these smaller, 
less expensive and more easily marketable 
products. The internal parts were inter- 
changeable not only with any one shop’s 
available inventory, but also with the parts 
made by other manufacturers. Using these 
techniques also enabled the clockmakers 
to lower their manufacturing costs and 
their retail prices. The shelf clock became 
one of the first domestically manufactured 
consumer products that was widely avail- 
able to people of modest means. 

By 1820, factories in three Connect- 
icut towns were producing more than 
15,000 clocks per year. By 1836, 16 facto- 
ries in Bristol alone produced more than 
100,000 finished clocks of assorted sizes 
and designs. And by 1850, just two of the 
state’s largest factories produced more 
than 280,000 affordable clocks for cus- 
tomers in the United States and Europe. 


Firearms 


Creating firearms with interchangeable 
metal parts required much more precision 
than making the working parts of clocks 
out of wood or brass. To fit properly, 
clock parts needed to be accurate to within 
one-tenth of an inch. Parts of pistols or 
muskets needed to be accurate to within 
one-hundredth of an inch. So it came as 
no surprise that the path to making fire- 
arms with interchangeable parts was dif- 
ficult and time consuming. That process 
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1822 portrait of inventor Eli Whitney by Samuel Finley Breese Morse, alongside 
Whitney's sketch of proposed improvements to the musket lock, 1816. 


also required the innovations of more 
than a dozen gunsmiths and mechanics 
over several decades. 

As Minister to France in the mid-1780s, 
Thomas Jefferson became aware of French- 
man Jean-Baptiste de Gribeauval’s system 
of using specialized lathes and jigs to manu- 
facture standardized sizes of artillery pieces 
and shells. In a 1785 letter to Secretary of 
Foreign Affairs John Jay, he recognized 
the potential advantages of M. Honoré 
Blanc’s plan to use a similar system of dies, 
molds and jigs to produce muskets with 
interchangeable parts. The French Revolu- 
tion interrupted Blanc’s efforts to convince 
French authorities to adopt his idea. A few 
years later, Jefferson asked Blanc to con- 
sider relocating to the United States. He 
was unsuccessful in that attempt and in his 
simultaneous effort to interest Secretary of 
War Henry Knox in Blanc’s system. 

In 1798, rumors of an impending war 
with France spurred the US Congress 
to authorize $800,000 to purchase new 
supplies of both cannons and small 
arms. Enter entrepreneur and inventor 
Eli Whitney. Apparently, he had heard 
or read of Blanc’s idea for manufactur- 
ing muskets with interchangeable parts. 
Without any relevant experience in arms 
making, Whitney had the audacity to 
suggest he could make 10,000 muskets 
with interchangeable parts over a two-year 
period. Secretary of the Treasury Oliver 
Woolcott, Jr. contracted with Whitney 
to achieve that goal—even though the 
purveyor of public supplies, Tench Coxe, 
doubted Whitney’s ability to perform. 
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During the next several years, Whitney 
struggled to deliver on this assignment, 
which he seemed to have had no basis for 
undertaking. He delivered 500 muskets in 
September 1801 and produced a total of 
5,000 more by early 1809; none of them 
were made from interchangeable parts. 
Whitney appeared to be one of the earliest 
Americans to appreciate the concept of 
using specialized machinery to manufac- 
ture products with interchangeable parts. 
Indeed, throughout the next 150 years 
he was widely praised for that insight. 
Historians now know that he was more 
a promoter of that idea than an imple- 
menter of it. 

At the signing of the Whitney contract, 
the federal armory at Springfield, Mas- 
sachusetts was three years old; it had only 
recently discovered how to use specialized 
machines to make a musket (without inter- 
changeable parts) in nine days instead of 
21, and to increase its monthly production 
from 80 units to more than 440. Another 
federal armory in Harper’s Ferry, Virginia 
was scheduled to begin production in 1801. 
But given the urgent need for firearms, the 
government also contracted with private 
firearms makers. It authorized a producer 
of agricultural implements named Simeon 
North to make 500 horse pistols; in 1800, it 
granted him a contract to make 1,500 more. 
During the next 10 years, North stopped 
producing farm implements to concentrate 
on gun-making. He found that confining 
his workers to only one aspect of the manu- 
facturing process both lowered his costs and 
increased the quality of the final product. 
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The US Army’s experience in the War 
of 1812 showed the newly created Ord- 
nance Department that armories spent 
more time repairing poorly made weap- 
ons than in making new ones. When in 
1813 the War Department issued North a 
contract to make 20,000 pistols, it inserted 
a provision charging him with making 
them with interchangeable parts. Two 
years later, superintendents from both the 
Springfield and Harper’s Ferry armories 
confirmed that he was quite capable of 
carrying out the contract, thanks largely to 
the efficiency of the milling machine, pat- 
terns and gauges he began using that year. 
North had the right idea. But it seems 
he only produced a few hundred pistols 
with interchangeable parts before the War 
Department changed the specifications of 
that product. 

In 1819, Secretary of War John C. Cal- 
houn signed a contract with another 
private gunsmith named John H. Hall 
to make 1,000 copies of a smoothbore, 
breech-loading rifle of his own design. 
After visiting North’s factory, Hall deter- 
mined he could use an assortment of 
dies, molds and gauges to make the fir- 
ing mechanisms of his M1819 rifle out 
of interchangeable parts. His metal-cut- 
ting engines performed work previously 
done with grindstones, chisels and hand 
files. Using them enabled him to employ 
unskilled men to operate each one sequen- 
tially to produce a completed product. 

By 1827, while working in a building on 
the grounds of the Harper’s Ferry armory, 
Hall was able to show yet another set of 
federal inspectors that he could indeed 
produce copies of his rifle with inter- 
changeable operating mechanisms. More- 
over, he also developed a set of specialized 
lathes to make gunstocks that required 
only minimal hand working before fit- 
ting with the rifle’s metal firelock. His 
breechloader proved to be such a superior 
weapon that during the next quarter cen- 
tury the War Department contracted with 
both Hall and North to make more than 
37,000 copies of it. 

Throughout the 1840s and 1850s, North 
and Hall continued to improve on their 
initial efforts to use specialized machin- 
ery to make small firearms with inter- 
changeable parts. At the same time, the 
superintendents at both the Springfield 
and Harper’s Ferry armories and their 
armorers and mechanics made their own 
contributions to the more efficient use of 


machines, lathes, filing jigs and gauges 
to achieve that end. Over time, many 
skilled workers left those armories to take 
positions at private gun manufacturers 
such as Robbins & Lawrence, Burnside 
Rifle Company and Whitney Arms. Those 
firms used specialized machinery to make 
their own patented versions of various 
firearms with interchangeable parts. They 
made them under contract for the federal 
government, various states and private 
purchasers. Incorporating the essential 
elements of the ASM enabled the federal 
armories and more than 32 private con- 
tractors to produce upwards of one mil- 
lion weapons for the Union Army during 
the American Civil War. 


Sewing Machines 


The story of the sewing machine provides 
a good illustration of the way the elements 
of the ASM became diffused across the 
economy as they were adopted by creative 
inventors. Over the period 1853 to 1880, 
three manufacturers applied different ver- 
sions of the ASM to produce industry- 
leading quantities of one of the first labor- 
saving machines available to the typical 
American homemaker. 

On the cusp of the 19th century, the 
proliferation of fabrics that women could 
sew into clothing sparked the imagination 
of inventors and mechanics who real- 
ized the potential benefits of a machine 
that could accomplish that task. The lack 
of imported clothing from England and 
France during the period the Embargo 
Act of 1807 was in force also contributed 
to the urge to produce more American- 
made clothing. 

Between 1800 and 1840, more than a 
dozen inventors in both the United States 
and Europe had some partial successes in 
making a sewing machine. But none could 
perfect their invention or commercial- 
ize it. In 1845, a machinist named Elias 
Howe began demonstrating a machine 
that could successfully sew all the seams 
of two woolen men’s suits. Much to his 
dismay, however, Howe spent the next 
three years trying unsuccessfully to con- 
vince any manufacturer to produce his 
invention under a suitable licensing agree- 
ment. In 1849, he returned home from 
an unsuccessful trip to interest European 
manufacturers only to find that dozens 
of competitors were producing their own 
versions of his patented sewing machine. 
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After winning several patent infringement 
suits, in 1853 he began granting royalty 
licenses to half a dozen manufacturers. 
One of them, the Wheeler and Wilson 
Manufacturing Company, soon became 
the largest producer of this new consumer 
product. 

Like most of Howe’s licensees, Wheeler 
and Wilson began building its sewing 
machines by hand. It produced more than 
2,700 machines in its first three years. In 
1856, the company moved to a larger loca- 
tion in Bridgeport, Connecticut and hired 
three machinists with manufacturing 
experience at firearms companies using 
the ASM. They introduced a variety of 
gauges, fixtures and jigs capable of mak- 
ing each machine from interchangeable 
parts; only the needle still required the 
handiwork of skilled workers. Wheeler 
and Wilson manufactured almost 4,600 
sewing machines in 1857. The company’s 
annual production peaked at more than 
174,000 in 1872. 

In 1858, the founders of the Willcox & 
Gibbs Sewing Machine Company obtained 
a patent for their own version of a sewing 
machine with a different type of lock 
stitch. They chose to not produce all the 
machine’s parts themselves, but to con- 
tract the work out to an experienced man- 
ufacturer. They picked the Providence, 
Rhode Island-based J.R. Brown & Sharpe, 
a firm that was interested in expanding its 
watch and clock-making business. Joseph 
Brown and Lucian Sharpe decided to use 
the ASM to produce this product. But 
doing so was not as easy or straightforward 
as they expected. Hiring an experienced 
mechanic from the ASM-using Robbins & 
Lawrence firearms maker helped the firm 
acquire the right type of specialized tools, 
fixtures and gauges, and then use them 
to produce machines made with inter- 
changeable parts. Production peaked at 
30,000 per year in 1871, just about the time 
yet another sewing machine manufacturer 
began to use some innovative and aggres- 
sive sales and marketing tactics to expand 
its already solid position in the industry. 

Mechanic and inventor Isaac Merrit 
Singer patented his own version of a 
sewing machine in 1851. He entered part- 
nerships with lawyer Edward Clark (for 
financing) and contract manufacturer 
Owen C. Phelps (for manufacturing). 
Phelps & Co. operated by purchasing the 
major components of the products it made 
from other job shops near its Boston, 
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Daguerreotype portrait of inventor Elias Howe, circa 1850, alongside his sewing machine patent drawing, 1846. 


Massachusetts headquarters. Its employ- 
ees then assembled each final product by 
hand. In 1852, Singer and Clark moved 
their business to New York City. Since 
neither man was particularly interested 
in becoming a manufacturing expert, 
they continued to contract with various 
job shops to make their machines’ parts. 
Clark kept busy defending Singer’s patent; 
Singer was more interested in expanding 
his increasingly successful marketing and 
advertising programs. 

Unlike the aforementioned competi- 
tors, Singer did not see the need to pur- 
chase specialized manufacturing tools, jigs 
and lathes, or to produce machines from 
interchangeable parts. Nevertheless, by 
offering the opportunity to pay for his 
sewing machines over time, and by send- 
ing women across the country to dem- 
onstrate how to use them, his company 
achieved considerable success. In 1858, 
it moved to a larger building and added 
more general-purpose machine tools; its 
employees still made their products by 
hand. 

In 1863, Singer Manufacturing hired 
Lebbeus B. Miller, an experienced 
mechanic who had worked at the Man- 
hattan Firearms Company and become 
familiar with the ASM. Over the next 17 
years, the company built its own special- 
ized machine tools, jigs and lathes; then it 


finally began producing sewing machines 
from interchangeable parts. Sales reached 
500,000 in 1880; that figure seemed more 
related to the company’s aggressive and 
expensive sales and marketing programs 
than to its eventual adoption of the ASM. 


Manufacturers around the world first 
became aware of American companies’ 
use of the ASM while evaluating many 
of their exhibits at the Crystal Palace 
exhibition held in London in 1851. The 
British government sent several observers 
to the United States to examine the use 
of those techniques. In 1856, it contracted 
with the aforementioned Robbins & Law- 
rence Co. to use the ASM to manufacture 
25,000 Pattern 1853 Enfield rifles. In 1868, 
the Royal Small Arms Factory at Enfield 
purchased an assortment of specialized 
manufacturing machinery from that Ver- 
mont-based firm. 

American companies continued show- 
casing increasingly complex products 
at international expositions throughout 
the mid- to late-1800s. Their increased 
use of mechanization enabled them to 
engage in the mass production of an 
increasing variety of both industrial and 
consumer products. International com- 
panies attempting to copy the techniques 


of American manufacturers were not able 
to prevent this country from evolving into 
the world’s largest manufacturing force 
well into the 20th century. $ 


Michael A. Martorelli is a Director Emer- 
itus at Fairmount Partners in West Con- 
shohocken, PA, and a frequent contribu- 
tor to Financial History. He received his 
MA in History from American Military 
University. 
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THOMAS KEVIN SWIFT 


A History of American Business Cycles 


By Thomas Kevin Swift 
SE Publications, 2023 
330 pages with charts and bibliography 


HIsTORY IN GENERAL, and American 
financial history in particular, is often 
taught as episodic. There is the Gilded 
Age, the Technology Age and so forth. It’s 
almost as if history is an archipelago of last 
years, with the major events as islands in 
an otherwise empty sea. 

But that sea has waves, with endless 
crests and troughs, and it is on that sea 
that most business is done. The important 
reminder of this book is that business 
cycles are as relentless as they are variable. 
As J.P. Morgan noted sardonically when 
asked how the stock market will react to a 
particular development, “it will fluctuate.” 

There is a bracing effect to have the 
historical focus on the continuity of cycles 
while the usual lead items—elections, 
wars, inventions—are merely mentioned 
in passing. Each broader trend had its 
epicycles. The Roaring ’20s and the Clin- 
ton expansion in the ’9os had their stum- 
bles, corrections and collapses. The Great 
Depression had its success stories. 

The through line is an index of real 
gross output where 2017 = 100, starting 


in the year 1780. There are also industry- 
specific charts showing the growth of 
production in key commodities. 

It is startling to see that by 1880 the 
index has only reached two. It spiked 
to seven in 1929, tumbled below four at 
the depths of the Great Depression and 
recovered to a bit better than 12 by the end 
of World War II. The instructive perspec- 
tive of Swift’s continuous-cycles approach 
highlights that the index of gross output 
took 165 years to go from zero to 12, and 
then just 60 years to go from 12 to 120; 
half the time for an order of magnitude 
of growth. 

Swift earned a bachelor’s degree in his- 
tory from Ashland College, a master’s in 
economics from Case Western Reserve, 
and a doctorate in business administra- 
tion from Anglia Polytechnic University 
(today Anglia Ruskin University) in Eng- 
land. He was vice president of the Freedo- 
nia Group consultancy and then chief 
economist at the American Chemistry 
Council trade group. 

Most readers of this publication are 
familiar with the terse language of the 
market summary: This average was up this 
much, that average was down that much. 
The price of oil rose, the price of steel fell 
and so on. Swift applies that staccato style 
to his grand tour of American business 
cycles. 

That makes this book an excellent spot 
reference, especially for years or periods 
that are not as well known. For example, 
the mere mention of 1929 brings images 
flooding to mind. But 1839? That’s Cycle 
10: a brief boom, the Panic of 1839 and 
American’s first great depression. 

That same staccato briefing style makes 
the book a bit challenging to read through. 
Narrative non-fiction this is definitely not. 
If anything, the prose is almost too spare. 
Until it isn’t. 

Swift is mostly even-handed between 
labor and capital, at least through the 
first 33 cycles. Tariffs, always contentious, 
are noted as being advocated by, or ben- 
efiting one sector or another, but not 
broadly characterized as good or bad. That 
said, there are glimmers of an inclination 
towards capital. For example, in 1902, 
under Theodore Roosevelt, “confidence 
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was shaken by anti-trust agitation and 
persecution of trusts.” Persecution? As if 
trusts were an oppressed ethic group? 

Cycle 34 begins with the election of 
FDR. Swift is broadly positive about New 
Deal reforms for four pages before assert- 
ing that “although some measures were 
good and necessary, in the aggregate, price 
fixing and government largesse length- 
ened the Great Depression by creating tax 
and regulatory burdens on the economy 
by fostering uncertainty.” Uncertainty for 
business perhaps; maybe less so for the 
millions no longer on breadlines? 

With typical brevity, Swift records that 
“in April 1933 President Roosevelt aban- 
doned the gold standard. There was no 
pressure nor shortness of gold.” Then 
the gloves come off: “The abandonment 
represented bad faith on the part of the 
government.” Suddenly the just-the-facts 
economist is making value judgments. 

The gloves stay off the rest of the book. 
Swift dismisses Johnson’s Great Society 
initiatives—including Medicare, Medic- 
aid, Head Start and the Mass Transit 
Act—writing “it is questionable if the 
economy needed this stimulus, and the 
new spending caused increased inflation.” 

In contrast, a mere five pages ear- 
lier Swift states without comment that 
under the terms of the 1956 Federal Aid 
Highway Act, “the federal government 
would pay 90% of the cost of expressway 
construction.” 

This reviewer is unclear how lavishing 
billions on highways goes unquestioned 
as an unalloyed good, but basic healthcare, 
education and public transportation are 
disparaged as needless largesse. 

It finally comes clear on page 283. “Sup- 
ply-side economics emerged in the 1970s 
in response to the failure of Keynesian 
economics,” Swift writes. “Supply-side 
economists cited high taxes, burdensome 
regulation and an extensive welfare state 
for the economic malaise of the decade.” 

As the topic is the ’7os, the reader may 
wonder if the Clean Air Act of 1970, or the 
Clean Water Act of 1972 are the burden- 
some regulation in question. Or is the bur- 
den retroactive to the Pure Food & Drug 
Act of 1906 when we first read about the 
agitation and persecution of trusts? 
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As for the existence, or not, of an exten- 
sive welfare state in the United States, 
there are rigorous debates about regula- 
tion, taxation, stimulus and public policy. 
Swift is well equipped and seemingly eager 
to engage in those, but that would be a dif- 
ferent book. The essential importance and 
utility of this book is the view through and 
across successive cycles. In the context of 
this book, imposing a perspective from one 
school of economics becomes a distraction. 

It can also lead to inconsistencies. In 
discussing the Sub-Prime Mortgage Crisis, 


Liberty Lost 


Continued from page 32 


means of physical improvements to farms, 
mills, ships or shops or via one or more of 
the emerging classes of financial securities, 
continued to monitor their governments, 
especially the national one, for signs 
of both venality and weakness. Where 
some—typically Democrat-Republicans— 
thought they saw impending tyranny, 
others—typically Federalists—perceived a 
national government that was still danger- 
ously feeble. 

Tax rebellions in Pennsylvania were 
handled convincingly, with efficient troop 
mobilizations followed by arrests, con- 
victions and presidential pardons. Those 
episodes, combined with military victo- 
ries against the Indians, proved that the 
new regime was much more energetic 
than the previous one and the Democrat- 
Republican victory in 1800 showed that 
the franchise was an effective check against 
federal government overreach, like the 
infamous Alien and Sedition Acts. Finally, 
the Supreme Court in Marbury v. Madison 
and other decisions demonstrated its inde- 
pendence from the other two branches of 
government, if not yet establishing judicial 
review in its modern form. 

George Washington’s 1796 farewell 
address exemplified the balance between 
energy and self-restraint believed to rep- 
resent the key to unlocking good govern- 
ment. First, Washington explained that he 
was not seeking a third term as President 
and that he had acceded to a second term 
only due to the “perplexed and critical 


Swift states plainly that “unregulated mort- 
gage brokers fed the bubble with increas- 
ingly toxic loan instruments and subprime 
credits.” Then, just two paragraphs later, 
he writes “the Federal Reserve and other 
financial regulators failed to apprehend 
the systemic threat these instruments and 
development created.” How can regula- 
tors be blamed for unregulated activities? 

This reviewer has heard Swift speak at 
several industry conferences. His report- 
ing has been thorough and his analysis 
has been insightful, both at the micro- and 


posture of our affairs with foreign nations, 
and the unanimous advice of persons enti- 
tled to my confidence.” The Constitution 
did not then contain a presidential term 
limit, but Washington set a precedent of 
two terms per person that remained in 
place until Franklin Roosevelt leveraged 
New Deal spending and the war in Europe 
to win a third term in 1940. Washing- 
ton then deliberately downplayed the sec- 
tional (both North-South and East-West) 
and cultural differences that threatened to 
enfeeble the new nation. To be “Ameri- 
can,” whether by “birth or choice,” was to 
uphold the national government as a pow- 
erful but beneficent “palladium” of Amer- 
icans’ “political safety and prosperity.” 
Drafted by Hamilton, the address char- 
acterized the nation as one that united 
“security with energy.” It was militarily 
powerful but peaceful, endowed with a 
government that sought to “cultivate peace 
and harmony with all” for moral, reli- 
gious, geopolitical and economic reasons. 
Prosperity stemmed from production and 
trade, not war, because, as Thomas Paine 
also explained, “the materials of manufac- 
turers and commerce in various and dis- 
tant parts of a nation and of the world... 
cannot be procured by war so cheaply or 
so commodiously as by commerce.” 
Freed from large military expenses, the 
government did not have to “burden... 
posterity” with a debt that might, with the 
aid of “a small but artful and enterprising 
minority of the community,” lead to a 


macro-economic levels. A bit more of that 
savvy, and a little less supply-side ortho- 
doxy, would have been welcome through- 
out this book. $ 


Gregory DL Morris is an independent 
business journalist, principal of Enter- 
prise & Industry Historic Research and 
an active member of the Museum’s edito- 
rial board. 


“frightful despotism” that could degener- 
ate into “the absolute power of an indi- 
vidual” erected upon the “ruins of public 
liberty.” 

Washington then reminded Americans 
of the importance of maintaining a proper 
separation of powers within the govern- 
ment, of, in other words, “the necessity of 
reciprocal checks in the exercise of politi- 
cal power, by dividing and distributing it 
into different depositaries, and constitut- 
ing each the guardian of the public weal 
against invasions by the others.” 

Clearly, then, the founders believed they 
had created “a government of as much 
vigor as is consistent with the perfect secu- 
rity of liberty,” or in other words a govern- 
ment that protected Americans’ rights triad 
from threats foreign and domestic, includ- 
ing the government itself, at minimal cost. 
Three independent sources of data—net 
population flows, government bond prices 
and relative rates of corporation forma- 
tion—prove that they were right. $ 


Robert E. Wright is Senior Faculty Fellow 
at the American Institute for Economic 
Research and has served on the Financial 
History editorial board since 2008. He is 
the author or co-author of more than 20 
books, including Liberty Lost: The Rise 
and Demise of Voluntary Association 
in America Since Its Founding (AJER, 
September 2023), from which this article 
has been adapted. 
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